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Talking Points 

Food Stamp Privatization 
6/12/97 

• The Administration believes that allowing a state to privatize food stamp 
operations would not be in the best interests of program beneficiaries and 
will oppose amendments allowing states to do so. 

• Current food stamp law makes clear that eligibility determination must be 
performed by impartial, merit-based public employees. 

• The Administration rejected Texas' request for food stamp and Medicaid 
waivers on the ground that discretionary judgments about eligibility for 
federal benefits should be made by public employees, and that privatizing 
such functions may not be in the best interest of program beneficiaries. 

• The Administration will oppose amendments for the same reason. A draft 
amendment the Administration has seen allows private entities to perform 
functions integrally related to the food stamp eligibility determination 
process, such as obtaining and verifying information about income and other 
eligibility factors. 

• Without this amendment, states can still privatize all aspects of the 
Temporary Assistance for Needy Families program. They can also hire 
private firms to design and operate information systems, develop and 
recommend revised eligibility processes, and provide management training 
and assistance. 

Texas Amendment Administratio 
Allows Private Contractors to: Proposal n Position 

Obtain and Verify Yes Yes No 
Information used to 
Determine Eligibility 

Determine Eligibility Yes No No 
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1] Cynthia A. Rice 06/11/97 01: 12:20 PM 

Record Type: Record 

To: See the distribution list at the bottom of this message 

cc: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP, Diana Fortuna/OPD/EOP, Cynthia A. Rice/OPD/EOP 
Subject: Opposing welfare privatization in House Ag ernte SAP 

As you all know, the Administration vigorously opposed an effort by the state of Texas to privatize 
the benefit eligibility determination process for food stamps and Medicaid. HHS sent an official 
letter to the state of Texas outlining our position on May 13th and Erskine Bowles and Bruce Reed 
then met with members of the Texas delegation to explain our position. 

Rep. Stenholm SQRt DPC and OMB language last night of a proposed amendment which is contrary 
to our position. We believe we have no choice but to state in Ollr SAP to the House Agriculture 
Committee that we would oppose such an amendment if offered. We did make a similar 
statement in a May 7th appropriations SAP (to a different version of a privatization memo that 
applied only to Texas). 

I apologize in advance if you all are already working along these lines, but with so many SAPs in 
the works, I wanted to ensure that our views were understood. 

Message Sent To: 

Jacob J. Lew/OMB/EOP 
Jill M. Blickstein/OMB/EOP 
Joshua Gotbaum/OMB/EOP 
Kenneth S. ApfeliOMB/EOP 
Barry White/OMB/EOP 
Keith J. Fontenot/OMB/EOP 
Jeffrey A. Farkas/OMB/EOP 
FOLEY_M @ Al @ CD @ LNGTWY 
Anne H. Lewis/OPD/EOP 
Emil E. Parker/OPD/EOP 
Matthew McKearn/OMB/EOP 
Joseph M. Wire/OMB/EOP 
Jill M. Pizzuto/OMB/EOP 



DRAFT STATEMENT ON PRIVATIZATION FOR SAP 
6/11/97 5:30 pm 

The Administration understands that amendments may be offered which would 
allow food stamp operations to be privatized. While certain program functions, 
such as computer systems, can currently be contracted out to private entities, the 
certification of eligibility for benefits and related operations (such as obtaining and 
verifying information about income and other eligibility factors) remain public 
functions. The Administration is concerned that changes to current law would not 
be in the best interest of program beneficiaries, would strongly opppose such 
amendments. 

Page 1] 



~ Diana Fortuna 
06/11/97 11 :25:22 AM 

• • • • • • • • • • • • • • • • 
Record Type: Record 

To: Bruce N. Reed/OPO/EOP, Elena Kagan/OPD/EOP 

cc: Cynthia A. Rice/OPD/EOP 
Subject: Privatization language 

We've talked to OMB and believe this language essentially puts into law the compromise we put J 
forth in our memo. 

Keith says that Martha Foley will probably argue that we shouldn't offend Stenholm by criticizing 
his privatization language in our SAP. So she is key IF we decide we want this in. 

FYI on other, unrelated language in the Stenholm draft: It would cap state food stamp 
administrative costs at 102% of current levels plus inflation and caseload. This is to address the 
fact that states now have an incentive to shift welfare admin costs to food stamps and Medicaid, 
because TANF caps admin costs at 15% of the total. CBO has scored this at some huge amount. 
Keith says he doubts OMB would support this, even though it has a certain budget policy logic to 
it. The big problem is that the states will hate it. Also, he says that the plan is for the money 
saved to go to other non-welfare things in the ag bill -- cotton, etc. 



" 06/02/97 13:16 '8'2024565557 WHITE HOUSE 

CQ's WASHINGTON ALERT O~/27/97 

*** FULL REPORT ~- DIGEST, LEGISLATIVE ACTION, COSPONSORS, SPEECHES *** 

MEASURE: 

SPONSOR: 

HR1709 

Archer (R-TX) . ',-

OFFICIAL TITLE: A bill to permit any state to use nongovernmental 
personnel in the determination of eligibility under the 
Medicaid, food stamps, and WIC programs. 

INTRODUCED: OS/22/97 
, 

COSPONSORS: '14 '(Oems: 2 Reps,: 12 Ind: 0) 

COMMITTEES: House Agriculture 
House Commerce 
House Education and the Workforce 

RELATED BILLS: See S787 ' 

LEGISLATIVE ACTION: 

OS/22/97 Referred to Committee on Agriculture, Committee on 
Commerce, Committee on Education and the Workforce (for a 
period to be subsequently determined by the Speaker, in 
each case for consideration of such provisions as fall 
within the jurisdiction of the committee concerned) (CR 
p. H3201.) 

OS/22/97 *** Related measure (5787) introduced in Senate. .'** 

OS/22/97 ARCHER, R-Texas, House speech: Introduces the Welfare 
Flexibility Act. (CR p. E1039) 

, 
OS/22/97 Original Cosponsor{s): 14 

Armey (R-TX) Brady· (R-TX) 
Barton, J, (R-TX) Combest (R-TX) 
Bli~ey (R-VA) DeLay (R-TX) 
Boehner (R-OH) Granger (R-TX) 
Bonilla (R-TX) Hall, R. (D-TX) 

There are no more items to display. 

1 

, 

Johnson, Sam (R-TX) 
Sessions (R-TX) 
Smith, B. (R-OR) 
Stenholm. (D-TX) 

@002 
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06/02/97 13:17 

HR1709 

'5'2024565557 WHITE HOUSE 

CQ's WASHINGTON ALERT OS/27/97 

Archer (R-TX) 
Introduced .in House 

OS/22/97 (???? lines) 

A bill to permit any'sta'te co u~e nongovernmental personnel in th~ , 
determination of eligibility under the Medicaid, food stamps, and WIC
programs. 

~~* Full text not yet available *** 
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06/02/97 13:17 ~2024.565557 WHJ'l:!LHOlJ~ 

INTRODUCTION OF THE WELFARE FLEXIBILITY ACT 
*House speeches & inserts* 
(CRTEXT OS/22/97 p.E1039; 77 lines.) 

Insex-ted text is preceded and followed by. this symbol: #. , 
Item Key: 10720 
--- --- --- --- --- --- --- -.- -~- --- --- --- --- --- .---

INTRODUCTION OF THE WELFARE FLEXIBILITY 
ACT 

HON. BILL ARCHER 
OF TEXAS 

IN THE HOUSE OF REPRESENTATIVES 

Thursday, May 22, 1997 

~004 '----, -"-

, -'-

-- ... 
[pEI039] 

# Mr. ARCHER. Mr. Speaker, today I along with several of my colleagUes 
are introducing the welfare Flexibility Act. # 

#. During the 104th Congress, we passed and the President signed 
legislation "ending welfare as we know it." The principle of this legislation 
is to enabl~ states to offer creative and innovative means for providing aid 
to citizens in need. unfortunately, the President has blocked Texas' efforts 
to move forward with their reform proposal. A proposal that Deputy 
Secretary-Designate of Health and Human ,Services Kevin Thurme called 
innovat i ve. ft 

# Therefore, I have introduced legislation that will permit any State to 
privately contract for the delivery of welfare benefits. In Texas, this 
legislation will have dramatic implications. Instead of beneficiaries , 
traveling from agency to agency to enroll in various programs, they will now 
be able to "one-stop-shop" for all benefits. If. ' . 

# Additionally, it is my 'understanding from Governor Bush that the Texas 
welfare proposal will save ·the State nearly S10 million a month by 
eliminating unneeded'and duplicative services. The Governor has ,committed 
these funds for providing health care to poor children; a goal I'm certain we 
all recognize as commendable. # 

# I also believe that this legislation will benefit many other States that 
are seeking the opportunity to design a welfare system that will best serve 
their needs. Among them, Florida, Arizona, and Wisconsin are all attempting 
to move forward with innovative proposals. This legislation will give them 
the foundation they need to help their citizens in need. # 

3 
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06/02/97 13:18 '8'2024565557 WHITE HOUSE ~O,05 

# In closing, I am disappOinted that statutory change ,is required to give 
these States the ability to implement what I thought was the intent of the 
last Congress' actions. However, I am certain that we will be succeSsful in 
passing this important bill and I look forward to having my colleagues, on 
both sides of the aisle, join me in support. # 

# This legislation has been scored by the Congressional Budget Office as 
revenue neutral, and I subrni,t a letter from CBO Director June E. O'Neill for 
the RECORD. # ' 

U.S. CONGRESS, 

CONGRESSIONAL BUDGET OFFICE, 
Washington', DC, May 22, 1997. 

Hon. BILL ARCHER, 
Chairman, Committee on Ways and Means, U.S. House of Representatives, 

Washington, DC. 

DEAR MR. CHAIRMAN: At your request, CBO'has reviewed a draft bill that 
would allow any state to use nongovernmental personnel in the determination 
of eligibility under the Medicaid, Food Stamp, and Special Supplemental 
Nutrition Program for Women, Infants, and Children (WIC)' programs. Although 
the bill could either increase or decrease spending for these programs, CBO 
estimates that it would have no net effect on federal spending compared with 
current law. 

Sincerely, 
JUNE E. O'NEILL. 

There are no mQre items to read . . 
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06/02197 13:18 '8'2024565557 @006 WHITE HOUSIi _____ . __ .. _____ _ 
---------

, 
CO'S WASHINGTON A~ERT OS/27/97 

••• FULL REPORT -- DIGEST, LEGISLATIVE ACTION, COSPONSORS, SPEECHES *** 

MEASURE: S787 

SPONSOR: Gramm (R-TX) 

OFFICIAL TITLE: A bill to permit any stat~ to use non-goyernmental 
personnel in the determination of eligibility under the 
Medicaid, Food Stamps, and WIC programs_ 

INTRODUCED: OS/22/97 

COSPONSORS: 1 (Oems: 0 Reps: 1 Ind: 0) 

COMMITTEES: Senate Finance 

RELATED BILLS: See HR1709 

LEGISLATIVE ACTION: 
, , 

OS/22/97 Referred to Committee on Finance (eR p. S5001) 

OS/22/97 *** Related measure (HR1709) introduced in House. *** 

OS/22/97 Original cosponsor(s): 1 
Hutchison, K. - (R-TX) 

S'd 

******.********************~********* 
*** Full text not yet available *** 

****~********.*********************** 
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JUN 10'97 21:56 No .011 P.02 

. At lUI appropriate plaM. iDaert. ~e f'oIlowWg (and 

make $Ueh teohQ;CIIJ a:od confoJ1Xlillg changes eJl may be 

appropriate): 

1 SBC. -.. 8'l'A'lD AlITHOJll'1'Y TO PKJlF()JtM' CBR.TAlN AI).. 

Z IIIINJ8'I'Il4Tl ACml'l'JBIJ JI'f CON'1'IW7l'. 

3 Section 4(0) ot the Food Stamp A.ot; at 1977 (7 

4 U.S.C. 2013(e» is amended.-

5 . (1) by iDaert.wg ~I{l)" after "(e)", and 

6 (2) by BMw, at the end the following; 

7 "(2) .AnBOVAL 011' ST~Tl!i CoN'l'BAL'TB.-{A) Not-

a witbtctauding any other pro¥ision of this Act, men regula-

9 tiona sh&U permit the State ~ to enter into contracts 

10 approved by the Secretary in aooordance with wbpara· 

11 graph (B), with govermne:lltrtl 01' nongovemmental entities' 

12 to un.dert.ake ~~tion of applicant b.wseholds (Jnclud-

13 big verification of inooIlle ~ other eJjgihility facturs, and 
• ., .... 1 ',"t 

14 providiIIg notice of expiration of certifiuation) Illlder the 

. 15 food &tamp ~ bllt the State ageney itself aball-

16 uei) determine the eUgibility of suen boWieholds I 

17 tI) par1;ioipate in .su.eh ~ and 



: . 
I D : 

JUN 10'97 21:56 No.011 P.03 

2 

1 "(ll) buld atlY he. of redetermination that 

2 . relates to eUst'bility or to allotmellt/l, 

3 "(B) Tbe Secretary ablll1 approve a contract 

4 scribed in II\lbparagraph (A), And may approve such con-

5 troot only, iftbe Sccl'lrt;u.y:,:a~ that-

6 . "(1) implementation such ooutract will not 

7 redu<te, 01" adven;ely affect, aemoe.s that wowd 

8 otherwise be provided directly ro applioant 

9 households hy th6 State agency; 

10 "(ii) the legiahtture of the State reviewedt 

11 or Iu\s anthority to review,] sueli oontraetJ awl 

12 "(ill) Neb wntract-
13 tI(:t) ~ that the aategua.rds de· 

'. , .... ~~;,; 

14 scribed' 'iii' at\etion 11(e)(8} and COl1tain~ 

)5 in the State pIan will apply to all parties 

16 I '(. to suob ~Iltril:ct; awi 

17 "(II) provides adequate protection to 

18 the ~ry and to the State agenq for 

19 n.egiigenoe ur f'raud that may be eommitted 

20 in the' tmpiemMltation ot SIlI1'h oont:niCt.". 

'l'BAnvBCorii. 
,; i,i'" •. 

23 (8) LooTA1'ION. Seetion 16 of the Food Stamp Act 

24 ot 1977 (1 {1,s.O. 2025) is amended 
I ." . 



JUN 10'97 21:57 No.Ol1 P.04 

3 

1 (1) in the 1st aentence of anbsectioll (4) by 

2 striking "Tho" aDd insertiDg "SWooot to QUhsocrtiwl 

3 '(k), tbe", 
4 (2) in the '1st aontl;mca of subsection (g) by 

S strilriDg "The"" liriil"lliserting "Subject to. subBectioQ 

6 (k), the". and 

7 (3) by adding at the end the following: 

8 "(k) LDtH1'aTION ON REl&t:BUB.cmlll~T rolt ADMIN-

9 ISTRATJVE Co£m3.-Foc eaclt fiscal year beginning after 

10 September 30, 1997, the ~ amount the Socretary 

11 m&y pay UDder sab8eetioIIB (a) and (r), exclwli:q aDJ" 

12 amount autbori%ed to be paid ~ the proviso to sub-

13 section (A), to a state SbalLoot exceed 102 pereent of the 
" ~.!, " -,,:. I~:. 

"0 ;,'. • " 

14 aggregate amount the Secret.aly paid to the St.ate 'IUlder 

15 sach SIlh&ectiollS (p.xcluding the amount (it any) paid to 
. I ; J . . '. 

16 the State uiidBr tlUch 'proviao) fol' fiscal year 1996, ad-
. 

17 jl'lNd Oll Oet.ober 1. 1997, 8JId on each October 1 there-

18 after, w rofleat-

19 

20 

21 

22 

23 

24 

.... ,0, , .. 7 (1ct:aJ _.) 

"(1) the pereentap increase in the Consumer 

Price Indax fori.All Urban Cornromers publisHed br 
the Bureau of l;Iabor Statistics for the thea preced- ' 

, .' 
) .. : "., 

ing 12·llV)ntb. pent#; aDd 
", ~ .. ,:,. \ .. 

"(2) the percentage cbAnge in the monthl,y aV" 
, . 

erage pt the oamber of households participaq in 
, .. . 
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JUN 10'97 21:57 No.Oll P.05 
ID: 

f': \1Qj\STBNBO\9T¥NHO~. 

4 

1 the rood stamp progn&m dllring the then preeediag 

2 12-month period.". 

3 8BC. -. OOO~N OP ItDJUNJ8'l'ItA'N Wl'l'II 'JBIC 

4 

5 Section 11 CIt t4e FtW SWI1P Atlt of 1977 (7 U.9:C. 
\ ···d .;{:.;i.;: 

6 2020) is amended by adding: at the end the following: 

7 "(q) CooBJ>lNATION Of' ADMlNtS'l'RATtON.-Th6 

8 State age-ribymay coordinate itll administration of the food 

9 stamp program with the administration of nny Federal or 

10 State program that ~ benefits on the baaia ot need 

11 if-

12 

13 

14 

15 

16 

17 

18 

19 

"(1) the requirementa applicable to the admin

istration of tbe food stamp program by the State 

agepcy are aatiM·aDd, 
.. ~. . " 

"(2) &8 ao eoordinated, the administratiorl of 

the ~ stamp ;program provides til:Qely, accurate, 

and ~. serviees' to ~udY IelW applioaDt 

households and recipient households throughout the 

Stat;e .... 

2() BBC. ..... $tUOy OJ' xnWl1t 01' PVBLW LAW lOG-DIs ON 

21 'I'JUI: P.A:lmClP4'l'ION IN 'l'BII roon IrrAIIP 

~ ~ .. 
23 Soot.iM 17 of the p;!;:,d 'ftamP &t ot 1977 (7 U;S.O • . 
24 20'26) is amended by adding at the end t.be fonawiDg: 

• 
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:" .. :- '.l i ': '" . 

P;\Mtl\STENltO\S'1'ENHOooo:a • .o' ~:. 

5 

1 "(l) ~)y OF EFFECTS 011' PUBLIC LAw 104-193 

2 on the F<x-,d Stasnp Programo-

3· "(1) $TUDTo-· The Secretary shall OOllduct a . 

4 study of the extent to whieh, Qlld the ways in which. 

S the Personal Raqwnsihility and Work Opportunity 

6 &coneiliatiOll Act of 1996 (P11blio Law 104-193) 

7 bAs affected- ' .. "; ',",';-:: 

8 "(A) the Opef&tioD of this Act; 

9 "(B) participation in the food IJI:amp pM--

10 .irinu and in·· any other pJOgralll tba.t iDclndes 

11 beoofita ~ded Wldel' ~ Act; and 

12 "(C) eligibility to pAl'ticipate in the food 

13 st;amp program ami in any other progrsm that 

14 includea bo.iaefit.i provided under t.hi8 Act.. 

15 '~(2) RiI:PoRTil.-The Searetarr sball8tlbmit. to 

16 the Conunittee onAgricnl1W'e of the &u.se of llep-

17 resentam-es And to the Committee on Agriwltore. 

18 NIltrition,. and Forestry oC the Senat.e. fUl interim re-
o • . . 

19 port 0.11 the resu.1ta of eacll study not late .. than 

20 [date!] and a ftnQl rePOrt on the results of such 

21 stady JlOt later than [dateY).". 

23 

24 Seet.iOQ 27(a) of the Fex><l St.awp Act of 1977 (1 
. \. ',fa, \" .• ;'; ~~ ... 

as U.S.C.20S6(a) is ame~ 

..... to, ll11JT 110:8) ..... ) 
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" , 

J';\IIrUI\S'l'I!lNUO\/ln!:NaO,002 

6 

1 (1) by striking "[oJ' each of the fiscrU yean! 

2 1997 through 2002, the Secretary shall pumh&ae" 

3 and inI'Iertiug~'the Secretary 8hall e.pend". ~d 

4 (2) by ~' "for tlscal yeat 1997, and 

5 $150,000,000 fur each of the fisoaI years 1998 

6 through 2002,',tD Plu:cha&e" after "$100,000,000", 

..... '\ ',' 

.. ,' 

. " 
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Effort to privatize welfare screening sent to Gov. Bush 

StreamliDiDl of pacts OK'd 

By POLLY ROSS BUGHES 
andKATBYWALT 

Copyrlghl 1997 Houlton Chronlcl. AulUn Bureau 

AUSTIN - A bill anowing Texas to hire private \:oropanici to aueamliml the &1&10', s;!'cening for welfare 
programs is on its way to Gov. George W. Blish. 

The measure, whi\:h \:aIll for state Iawmaken to cloaoly scrutinize each lItep ortlle project, puts priority 
on automating the sc:reening system but lc&vOl the door open. for a more I:Omprehensive takeover by 
private eompanies later. 

'We arc very pleased that the Legillature approved ovcrwhelmiDgly a bill that preservea TIIlW' options to 
streamJine and improve our welfare eligibility sySlem.· said Buah spokeawoman Karen Hugiles. 

Meanwhile on Friday, state Sen. Toel Bivins, It-Amarillo and c:haIm111l of'the Senate Educ:atioD 
Committee, was scrambling to salvage bins aimed at strengthening the sUIte's so-caUed ·zero tolerance" 
policies that banish violent, disruptive., or 9ubstaftce-abusing kids Itom regular e1asarooms. 

All but one of the zero-tolerance billl offered this scas10n arc lItalJed ill the Houa, Bivins said. The Senate 
00 Friday fbllowed his wging and sent to l:Onf'creoI:C committee the one bill that Ia still alive. Bivins said 
he hopei to amend it to pull in as much as possible from the doomed bills. 

An earlier welflUll proposal, backed by BusIi, to let major corporations streamline and run the state's 
scrccninS for welfare, Meclil:llid, food stamps aDd &ssorted social service programs nIII into trouble earlier 
this month when the Clinton administration ruled it would violate federal laws. 

Under federal law, the state was tole!, government CIIIployecs •• not private companies •• must decide 
who is eligible for Medicaid and food stamps. 

"This bill preserves that option (prlwtizatioo ofwelfaro lII:I'oeniDs) if OW' fllderal Congressional deleglltion 
is able to get federallegisl&tion which would ovenule the C1intoll admizIittration," Hugbea said. 

Democratic: lawmakers who 50Ught legl.slation to .we the projec:t back to & simple automation projl:Ct, 
had mixed interpretations of the intent ortbe compromise bill passed by tho House and Senate. 

NMost importantly the foc:us of the original privatization project has beeo narrowed to emphasize the 
automation part of the project,' sald Rep. Elliott Naishtat, D-Austin. 'There are more options available 
than I would have preferted, but with legislative oversight 1lrmly in pla~, it's less likely that the sc;ope of 
the project will be OlCPandcc! to 80 beyolld what the Legislature origiDal1y intended.· 

Sen. Mike Moncrie~ D-Fort Worth, said he remains I:Onccrned about where the line is drawn between the 
role of government and privatel:Ompanies. 

061O:!J\l709:01:0' 
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"It's a difficult balance," he laid, c:alJInS the experilnCllt "a potemial mine.tield." 

• As long u we make sure we p1lt people first ano ooners seeono I!hiI1k we'lIlt1y on point," Moncrief 
said. "lfwc lose focus and We only become concerned about tbebottom line of some of the major 
corporations seeking these multi-billion dollar contraas, thllD we arc going to find ounelves in deep 
trouble." 

The bill. which Bush plans to sian. alao requn. CO&l4leoetit analyIes be znade pliblic before private 
compani8i are contracted to create a one-stop Ihoppina approacb for welfare benefits. 

"I wamed a bill the govemor would lian- The governor wants better e!il:iency. I want better efficiency, • 
5aiO Rep. Robert Juoell, d1airrnan of the House Appropriations Committee. 

The legislation requires that, in addition to the governor, the Legialative Budget Board must approve the 
project and a legislative oversight collllllittoc muSt monitor it and holel public hearings. 

'The governor and the Legislature both need to be involved in thoI8 decisions because in my mind those 
are major policy type decisions: JWlIIll said. 

Amons the zero.tolerance meuurea that Bivins hopes to salvago are those that would allow schools to 
elqlel students (or misdemeanor drug and alcohol Ofl'lIDJeS and that would guarantee due process 
procedures to students eKpeUed from school, 

Bivin. also is uying to alleviate school admiIIiatratofl' coneems over provisiona ill existing statD law that 
they contend puts them in the position of having to dstemUne whethor a stUdent's behavior constitutes a 
felony offense before the student is 8ent to an alternativD education program. 

On another key education bill pending before lawmakers, Stete Sen. Gregory Lull&, D-San Antonio, on 
Friday tried to kill a bill that would e:qIand the chamr school and public education grant programs .- the 
only school choice bills slill alive. 

But Luna withdrew a technic:al oha1Icage to tile bill, which would allow tbe State Board of Education to 
grant at \c:ast 100 more charter schooli and would make public education grantS available to an estimated 
1.2 million students. 

Texas currently has 20 charter schools, tho maxlmwn allowed under a pilot project the 1995 Legislature 
established. Charter schools, which operate free of most state rules, receive state funding for the public 
school students who elect to transfer to them. 

Lawmakers also established the public: edUcation 81'l1li18 in 1995. but few students have taken advantage 
oflhem. Under proposed changes in the program, l1li estimated 1.2 nillIion Texas students would be come 
eligible and lawmaker. would sweeten tile financial pot to lIQ~urage schools to ac:c:ept students wanting 
to escape low-performlng campuses. 

Ol5<02Ji7 09,oI~ 
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ConlilUlcd from Palle 1A. 
pro(irams. 
. "We uve greater ,." of technol· 

oa:r, , .. We can oct \PfOOucllvityJ 
:standards ler our Nff, ... Wa C8!l 

.. give rowAtds.n said AUdrey Rowe, 
senIor vice president aru\ mIUIegi.ng 
dIrector of cll1.Idren and familJ' ser~ 
VI""" for Lodheed MArUD lDIorml
non MaIIagement Se!'Y\cu. 
. Wh." me worked In state gOY· 

anu"ent, sh8 .aid, evon !imple 
till..,. liUCb. as pm. panlol for Sue
.... fIll teems 01 wotkorl raised eye
brows. 

Wolf""" advOGItes. moanwhll., 
are con corned thaI the Texas IP- . 
proach will make SOCIal aervlces 
harder to gol fer tluI people they're 
de.iign.,d to support. 

tar the 
ClUldrell's F1lnd, 

. S"",e dCpI!rt:'! say !hat &Veil sue
cessM privatiz,Btlon r!ales maldDg 
tho <tale captive to a CQntractor, 
L.acldAg the ablUty· 10 UkJI over U 
the con.tra.tor does badly, a Slale 
could be lorced 10 lIl"ant .equIIIS 
for higher paya>.elllS, said Dr. Rob
.n A. Dorwart, a Harvard UnJversi' 
tY expert on privatiZBl10n of mental 
b..a1lh sorvlces, 

'"'There art r_&.sons ... ftOt to just 
j.mp inane! assume that eVerythilll! 
that I. being done by the covatl1. 
ment call be done by the private 
Settor," he s&ld. 

T •••• ' procl.. privatization 
pl."" ore a matter of grast debate, 
In Wasb.lngton lUlel In Ausun. After 
tb.e While HOIIS. this week rojlote4 
Mr. Busb's plan ler teail privaU.a· 
lion, tb.e govel"!lOr aslIed tho Legis
l.ture to grant aut!J.orlty lor till! 
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Slat, to CDntnCl OIl! as m\ld1 of Ute . dotS I"cludlll( Urusys IIle! tb.e Tex· 
prognlll as Washll18lO" penn1tted. .. Depanment of Human Setvlces, 

Tit,..,' wou!d.·be Contrl'tOrs SB'/ re<ent1Y!>ad. Virgillia Modlo:ald 
tllat social-.ervlc •• COlltr.'1S In contract eanccl.d. O!fici;us said the 
ge~eral at .. chlllellgi.D.i, They r.. contl'act "'as 20 months late. 
quire expert1.se. hard wori. 800d re- State officials, who are negollat, 
14l!OlISbips wltb.slale of1iA:!als an<l a Ing with £OS. <iecllned requesm fOT 
bit of luck. Abu"t any of tho.e ele- Int.rvle .... s. In a.l.Uer to FllS. the 
men ... problems can ~ &tau's Medlcaic:l c1irtctor. Joseph M. 

• U>Okh.ed MArtIn ll1!orlll&\Ion Teefey. said Virginia "bes relied to 
MAUgemcllt Services, "ll.lch lead. it. <ieuimo"t 011' EUS' repeated 
I t •• 1II of bidde!1l for thl TIX"" wel· promise. rogarw..g tb. level of 
far. job iD~luding IBM and'lhe Tu- EDS' ~o:al experience I"d com· 
as Wor);force C.mmISsLOII, prom· p.le"c.. Inel the extent of BDS' 
Is,d to bulld' CalUornia an commitment te thi. proje<L" 
automated ,blld-.upport .lIforoe- EDS spokesman Randy Dove 
ment ay&tem by 1995. Totl! price called tb.e problem ". contractual 
tag: 599 milIio", dispOle," which the firm hopes to 

"Now It's UK mIlIlOtI. The", resolve am.lcably. 
hive been majcr cost overruas." AmODg its SUQ:eS5 stories, RDS 
14i4 state spokes .. oman Corrine 111118 Ta.us' MediCAid system. whl~lI 
Ch .. , So far, 23 of tho Btote's sa It b.s run s'.nee 1977. The firm SIYS 
counties are served, "And we are It US saved Texas b.undreds of mil· 
!lOt rolling •. out ill IW' lIlora COUll· UntlB of dollllrs by cutting .,.aste 
u.s," she sddd. "b.CAuse there and fraud, 
IlIV, been probl.ms with the sys. • U~s ran Into trouble on twe 
tem, It Is jU8t 1I0t worklns propet' lUge contracts In Plor!d •. 
Iy," State official. said they impo.ed 
~.ed Yuti.n sale! lome of fines of 54 million due to .Iow per. 

the problems stem !rom c:hAIlSe:I form....,. ""II high .rror rat •• I .. 
the/ederd goverument Impo .. d aI·· their employee b.eaJtb. Insurance 
ter the cOIla'act w"" tssu.ed. Ms. program. 
Choe agreed but .dd.1i Iha! IIIAlIl1 t. UnJ.y. eli:ecutlvu further d1,. 
are Lockhud /oIanln's reSpoDStblll- SJleased !tate leaders by deelirun& '" 
1)'. A consultillg firm recentlY told appear before. grand juty, accon!, 
'the state It found i,too errors il1g 10 l'lorUla DepanmCllt or Law 
,.u.9od . by I.cckheed Martln, the EnfOl'cl!Il1ellt spokeswoman I48l1dy 
stair: - or both. Welllltein, 

A recent 10000la!1va repo" said Gail SIttig, a spokdWOman for 
there 18 no guarantee !lull the aya- Florida Gov. Lawton Chiles, credits 
tem w11l "Vir work st.!~Wl4.. Unl.ys With uying hard to gel 

Loel<bee4ldazt1D eltel SUCton.. tb.IJ)glI rtghL But tb,e affo" w85 
els ... here, such "' a dl'amatl.e bOOS! mu~h more complex tha" tb.e mm· 
In chilcj.support coUeet!ons In tb.e pallT had tb.ougbt It wouid be. sa. 
,Ix months EllIce It '"Oil ~ contract Sald. } 
In Baitilllore. "Tliey had orlgill'Uy thought 

• Eleetro"l. DBla System ••. they would ",n It with 150 people," 
which I •• d, I second team of bid· sb.e ,"Id, "Thert were times Wilen 
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they had SOD. And we've sl!ll had ploy.eo how to _ the COlllputer away frolll the project Dlld \.arued 
t!mas wilen we had error ra!es lin sylttm It boll, for sao IIIlJllmI,. valuable l_o!l.O I! bopes to apply ill 
cIBim processingl thot were wI:[ "I'Ve 110111 I1Iditar for six)'BUll Texas. 
out of Iype wUb tpdDstty mpdnrQi DO'" and thlB it the mast wl/fteful Uk, the TeUB CQlltflCt. CaUfDl'" 
Over 20 pcrcol1t.lrs.UlIbeUevabI ... project lilava evar heard. cf:' Mr. ni.'swaeamllSslveslltewl<le crton. 

UniJy$' D~iIIIS!:otlon. of FIeri· Brealow .00g, "It'. Uk. potlli.ni Bllt C01l11ty otliclals were used \0 

d.'s Medica1<1 contract a.Iso ume money down a deap,. dark hOlo." clolng thlags their own way, Ids. 
under fire. altn !l811eral well·pubU· Andenen CoDSUldng di4 IIOt ..,. Rmve lIa!cI, and IIWIY demanded 
cized thelt:!, 'POnd' to f8q11C1U1 tor lID intervieW. modliil:lllloilS to the standard sys-

ThtS spring, Darien lerom8 Mr, Brealo" Ick:i:IoIVle<I&ed same cf tem. None of those Inllivld"oI 
Rlynolds plWlded guUty to It .. liAg Nebr4Sl!a'a p:obltlll5 were caused cllallg" Qu,"d major problc=. 
S226,614 from Medlcald fund!, Ou!· by lIIe Illata, The llllifted soc:IIl ser. But logeth ... , they wreaked havoc, 
cialz $IlII Illal !I1r, Reynolds, 111 sa vIces system is f1lllCl1onllla, hi salCl. "We staned fiuding attrselve.s 
per ~our \emporary employee, liat\. but stUl w alaI cr, b1liJl. with S)"ltell!S fellures, things bap-
be.·o'·u·oned ine room with boxes .,~~ that we d'~n't ~-ow why ~ - III JIIA'II8%')'. Teua' IwlUors crltI, pe_ ....... 
lull of ~lallk cheW and the rubber cbed Andersen for Its er!arIIi to they were happening," Ids. Rowe 
Slimp .... dod to sign them. He modemlle lIIe state', eJUl4.iIIppon Ii8ld. 
"-ot. ,-.'ks to Ills sister for 16 'PO. \~ she •• ,~ t. >h! -. ... • enforcement system, ",hlcll tIIey ,,,e ~~, =U~... ~ 
mo>tbs, until. bll1k employ....... &.ld "'&!I.W" milUo .. over buclget states such III Texas will "quir. I 

tlced sometb.J.ng ullusual and calleli and tour )'UrI ballin4 "lIedul.. standard ... t ot "core 58I'V1ccQ" and 
iIIve611uton, procedures. Tllell contrlcton •• n 

Florlc!a p~Utors.a.Iso ehuied CllIIIIID& ledlAl requlrell10cllts C\IIICIIIlZe S)'Stems for cou.nlles with 
tb8t 8 riC&, o! thI.v ... li!dudlnll at was pan o! the problam, tho audio Ial bl s ~h as teen>ie 

I U-,- I torl.·'~, bot 80 "'80 An'.--•. " ...... apoe pro 8m, loa" olle 10w·leve ~" emp 0),' ...... - ... --~, parent.! 0' Span1sIl-opuking resi. 
ee, hall stolen 520 aillUon In Medie.· tom' terdnl required more lIourtl c!ellts, abe said. . 
.Id runds. " thlll 4StImated .. , , A large number Ms. Goldman of Ih. ComDlunlca-

Unlsys spok~ BrlaA Daly d... of erren",.r. detectlld. .. , Tbe pro- tioilS Workers 01 Amertca ,aaid the 
clllled to eommellt all the .lt1lJItI= Jeet requlred bours for project pIa". secnt:lg brOAChes In Florida illus
in Plortc! •. !!e 1I0tad, however, ths1 a1ng that were 1I0t lIIeluded In All, . trate ille tentiaJ clan era of ab •. 
Louisiana pew., Unisy1 for saviAg c1eJ'!!e"'1 schedule. , .. " d we .teSte<! overnlllent ro-
it SUO million over the put f.... In a wrUten replY, AnIlUleIl said c Ufes n a rush to privetl.2 •. 
yoars by blocking tuudll1ent or 11:1- the 5tale had ",*Ilaneterlzed Its A SpoJ<esmiii lor ELlS agreed that 
lI.e • ....ry Medicald claims. work and blame4 It for prahloDis the dangor exlsttl anti said 111, firm 

• Ander..". Co!lSultilii. TolUUl' beyond thollrm', colltrol or ,.apoll' chOse to II/QI'X with tbe Texas De-
third major bidder, ,b." beeD c:r1.ti· slbUlty, parttl!eDt 01 Human Services be-
cl2<!d by auditors In'Texaa anel N&' TeXIS' were "01 cau,"" It ~t.d to avoid that pertl. 
brask4: " tmlque, "We don't thiIIl< the wheel needs 

COSlS of • Nebr""lta olfort to unI"lan~;4!~~~~!~~i~ re-Inventing. W. do bclleve tbat [y food stamp, welfu. and I4edicaid there are wtYS to ImproVt: II," said 
etlmlni.tra!!o" lIaye b.Uooned LouiS MatrOlle, EDS' vice president 
from S23 mUUon11l 19114 to a\ least for stete' ~d Iocol gov.mmell!' "W. 
S4\lIlllllOIl .. 01 February, ollle!.ls h!.ve been snuggling lor two years 
~, to_~~e~~~~ 

"And Ibere', no Ught at the end th. pubUc has to offer and the best 
of the tUllocl," Baid Slaw Auditor IdS. ooocedecl tbatthec..llfor- ,that the pdv8tasectOr lIa. 10 offer." 
John Breslow.llmong othee thing', nia chil4..auppar1 en!orcclllul S)'& ,8141" '~Ie, BtU A/llIlltCl8IIo '" 
h ... ie!, Anoeraell has .won an 58 lem hacl been a niBhanar •. Eve" so. ' 

~.. she sald, the firm lIever w·"-.' A"'lIn ,oruri!>ulld to .his ropart. mJlUoQ 'Ollrraet to rea, ... ta~ em· ...... 

TOTRL P.04 
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Office of the Secretary (" ~ DEPARTMENT OF HEALTH &. HUMAN SERVICES 

:Sz'"- Wa.hington. D.C. 2020t 

May 23, 1997 

MEMORANDUM FOR KEVIN THURM 
BRUCE VLADECK 
OLIVIA GOLDEN 
BRUCE REED 
ELENA KAGAN 
CYNTHIA RICE 

--....:·;,.LY BROMBERG 

FROM: n Mon 

Attached you will find legislation and amendments passed on 
TUesday by the Texas Senate regarding TIES. As you can see, 
the Senate bill authorizes privatization to the extent 
permitted by the federal government subject to OVersight by 
the Legislative Budget Board (a bipartisan, bicameral entity 
composed of legislative leaders) and a special TIES 
oversight committee. Governor Bush does not oppose the 
Senate bill. 

You may recall that the Texas House overwhelmingly approved 
a.bill whiCh provides specific authorization ~ for 
development of a new computer system and remains silent on 
the issue of privatization of the eligibility process. 

On Thursday, May 22, the Texas House appointed its conferees 
on this bill, and the senate is expected to follow suit 
imminently. Sources in Austin predict a very short 
conference. 

Attachment 
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By: ;;unaU .• t &1. (Slnlce SpCII.or • lInHU) K.B_ No_ 21·" 
(In ~ne Senate - Re=eiv04 f:om the Kouaa Hay %. 1997, 

May S. 1997. read "rat time and re~err.d to Commlttee on Health 
end ~n SQrvioe., H4~ 17. 1997, r~reed a4versely, Vl~h 
:avorabla Com=ittaa subacicuce by the fol1ew1n9 YOtQ: Yeas 9. NAya 
0, MAy 17, 1997, aent co printer.) 
COMMIT'I'ZE SUBS'I'ITtrl't FOR H_B. No, 2171 By, HOneriaE 

A Bt!.!. TO BE ENTIn-lID 
J.N ACT 

relaelnq eo the ellqlbl1!ty 4.termi~atioa and s~rviee delivory py 
he41~~ a~d hUMan eervi:. aqeneiea, ehe texas Workforce Commi •• ion 
and oeh.~ aqQnC1e~. 

BE I~ !NleTEn S¥ THE LECt!LA~uaE OP ~HB S~A~E OF TEXAS: 
SECTION 1. Sections 9.12(a). (b) an~ (d), enapta. 655. Aee. 

of ehe -7(th ~eqislature, &aqular Seseioa. 19;5, ~r8 amended tC read 
"8 follows: 

. Cal [IidL late. atlas; Set5h!N •• l, 1995, bho Ueaillft 1i.1t ite::u* 
Scz,"'el& 8elud::sslcfl. 8atJCi!to e8 tho Qcc:l:l.~'lt:tJ ef ftHUis ta Uti 
eCIRlfS1esis:a and ba health aR' Ms' uu ae:Pi"eSfI aiL ::1Ij,=:I," .as11 laued: 
ee:2;;:lcee&, ,ke .u ulS£II'I''''h A)I!8 • t. '.1 'm,.:: Lbic:: of a fliep .. 
£el aft "'nb&fl!'&~.:l !l!:IZ1I:is~e!J 6U!zs:e1:ualisll 1ft' "tooL dico del!: e~~' 
!!l6ter& fe!' MeaolMt !i¥ ~f!t eel'ie!tJ: ., a.ite ileal aa' r4 .. 'el"Jal 
le""':8:1 In consultAt'on and GQQrdh"t'on yith the LislBjar~ye 
2 udg e t "CArd as to the ftYQcpdigJr@ Of epptgpriated funds the 
Hea'th eDd Human sarvis,' CqrnmiSS'OO 'hell, .Ubject to the apprgve} 
of the GQygrnor geyelsp aDO imP'ement a plAn for tho inteqrar.ioD 
of seryiec3 An~ tupct1QC$ relm;!"; co eligibility d'~trmtnatiQD ans 
aery's, deliv@ry hY he"th 'nO bUmAn "fvi,s, aq§Pcleg, t~e Texas 
WOrkforCe CQrnmiae;on one o~tq: 098nS'Oo, 1he plAn .hall [s#scL'_ 
ahc i.Atee ~)' l!t* All cizelPl!:11 oS i£ 1 J; II! .... Ob 1$6 LIl1iseJf to i] 
iccludq A ~6ftnq1nterlng ot &11p£bjljtv aet,rminAtiQP pU3iness 
prpss6166, etxo!mlin,d serYice dC1iy,ty, e l1nified an" in'"Sqrared 
groce" fOF the er'p';tisn from wglfare tQ VPtx ond imn~QV8d 
,cges. '0 benefit, 'nd .,r.,,#C9' fer S'ier;" In 4gY91pp;ng and 
imp1em,nt'ns bh@ plan. ,be G9mm135ion may contras; fer Apprcprin~R 
p"pfc!!;donnl 1HIO t'sbn$QA\ bs.i ... Om;s 'PS 'bCl1! 31;0 eODsylt wi t h 

aqcp,iQs -.chOl. ""astern; arA '"e:1urfOd in tho plAn inelwHna r'" 
1_2':06 n~uernpr:nr of )lumAn SftOdGfllII tin' Tax's peparrmoOt Of ):T:'i'i1tb • 
an~ the :WXft~ Wplkfgrse Cgmm;"ipo ·0 seye10P'pa And ~mn'-m~rtinq 
th, P',p, tne somm1 Rn1 9Q may utili2g ;he SkAff 3;d resources 0' 
agencies whoAe program. Are 1 "cln(led 1 D the plAD ! t teqvft$ta¢ by 
~h! QOmmlS3;QP. sueh Ag@pGjes 'tn" GQQPtr't8 witb the CQmmi38io~ 
to proyide lIw'1J@lg st.eff acd rtfioUrt;.aG *st wi) J 1:0 tyb1ec;1:. 1':0 
the gjrestjoo of tbG CQmmis5ipn. 

(bl Tb~ ~nt~r.t~d e1iqibl11ty determinat!on 4nd serviee 
de1iv.~y sys~em shall be davQloped an~ implemen~ed eo achieve !~ 
1aLS' a ! e P25&&.\] ~av1nql in the cost of providino 
&~ini5tr.eive and other servie •• an~ st~ff r •• u1tin; trom 
nrnmlin1ni and aliadnae1nq 4uplic .. t1on of 8l1r"iee8. The 
commission ~ [~J use the r.,u~~in, Ilv1ngs, aUbiect p~ 3t¥ 
-nond1nq limJt8t'QD in ;be gen-TOl Annronr;'t 1gpa bet to f~rt~er 
devel~ th8 inte;rated QY5t&m an4 to provide other healeh and hu~n 
ISClI':vices. 

(4) [In eessuioea.'eft ar ~ L Pi •• , .... 'f.'Ift tols.s SEaee ec1:;tt\4.1 
eLL Ch , bibi , e ;'''ll!iunenL the eeII'If,issLah sbaLl malte ane a.n.,.l:ulC1 :l 
lies $ "lias:~ienfJ eft: 80' ieee t £Cii8'ii., •• a£ Ishii!> iilLc.£el!~& 
el:ifllsililJ aee:e .. tineeien lUi! III lee sel'" ell Ol',t Tb, 8ddla l5e 
•• elided lUi.' eflee~i'=Jl ~i<I.IHllt tha <tse e' eerreeob1i:b'"e; bia4':'n~ SF 
e ... 18IlbtSelsi .. , ,,'all laeal ~e"i;e:emeA" • L~ etitsr a"pf'a~e'iaE:a 
chlsi ;iew i Ii tile: !waid:"alec de,e'A,a.:es \O! at ,., u ate: geftUae LLIG 
Il1:0. 'i8 affseei.ctJ upon t,cc1pS by the ntorc of gn·, nws;losary 
fodera' anproYA1. ehe ~omm~ssion may 'yb1.s- tP approYAl Qf t~= 
LegislAt'Ve lWsset Board and GoyernOr. COntract fO'" !mplfjlmgnt.tjQo 
of the plan or PA~;S Of the a' on· if tbe egmm!ssion de-ermICe' that 
CQDtravt1ng mAy 'dV'pGe the oh;ect1y=§ Sf 6uh5tC~SQn' tnl ftD4 (p) 
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Amend CSHB ~m =5 follows: 

~" . I) On page I. line •. dele, ... ,he L.cgisllldve SUdget Board ~s "0 the ... penditun: 
of ~pproprial.d funds" !IIId .ubslinne the following: 

the Texas unemted EnmUmsDt Servien l.c,i,Jui-..e-Qvenigbt Commjnce 
estab(i~hed under Sec (11 O'!. Cioyemmmt Code. 

2) On page 1.1i~ ,. ilUCt'l rhe (ollowinz between "Oovemor." and "de~elop": 
anS (be Legislative Bydges Boara. 

oft, 

I "IJ~ 
3) On page" I!IIe" iMel'llhe follO'olliD8 bofll'een "achlave" and "sa~ings": 

inpsl!!d quality of and cljem: aess' to §FrljS"! and 

(, 
4) On paC" 2. alter line •• insen II Dew SECTION 2 10 reid II' follows and 
renumber subsequent SECTIONS a~,ordln8Iy: 

SECTION 2. Chapter S3 I. OoVemmenl Cade. is DlN!nded by addin! Subchap,.r C 
:0 read as follows: 

SJmCHAPTFS C t EO£SJ,ATIy§ Q~RSIQHI 
Sec. 531.951 PEfINJI[ON, fa) tp rbj' sub,b,pw. "cemm;";;" msans the 

It!I' [Q!!myd. finr9!lmedt sam", Legiflatiye 0ymipt Comm1ttes. 
(b) In this subchapter. "commission" means the TUU HHlm and Humgn 

SmiCF1i Commission. . 
(;l The commins; ic abpljshed S;)temtn I. 2002. 
See. ~3 1.052 mMPQSITlON OF COMM!'IlFC: PItEStOrNQ OFFICER. 
(al De commiftJ!e i, C9mposrd 0(; 

(~) three mcmb.," arm. §Gnat' appgjpted bysbS lIeutenant ggysmQ[' 

'21 thn;r m;mhm oCrbC bouse Ofrepmenw1y,e lnDninfFd by the 
maker arm; bouse gfregIFSeOtariveJ . 

. ' 
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i" .~ !.O~~ (QMMlmE Pt)WERS AND DUTiES. ,>! The comminee 
,hall·. 

I I) rna' at the Ctll1 of thE pmj4in! officer; 
( :n mejvc InfOrmatioD About "de! pmP9$ed or ::Idooted by th; 

\,'ommiui9Di ;04 . 
(3) review specific [ccommcndntieo$ tOr ',gj§!Nion proposed bv the 

commilSion. 
fbi Tbe sommjuec $hall e4Y Ig tbe commiJSjg" jn the dev,loome"t oithe 

-IOn lj!d monitor the imrfsmen{,j,tioD iDd \!fficisnSV gfrhe TtiS~~ Ipret!rnted 
f!!"irollment riCO'tee:' 

Itt The cgmmission 5h.)J~ <It (hI cQmmiuu's mUtU Ptcl .... icie reDoDs ilnd 
other informaUCUl Blldng lQ the ODetirion oftb, jnwmfed fDro!lment §)Istem. 

j d) The committee may u!C upff of'tln4ing spmmlttl!el in the 'CDIIe pod 
hQY,S gfrmrcsmmriyn with appropriate jurisdletiQn, the Depamn!Ot of 
InformaslM &:s9W£H the State Auditor Lcg;j1arlyC Council and tbe lCgj:i!@tjvr; 
Bydget Baard in 'arrxins out ;tfi rsspon&jhjljrie$. 

Sec, $] t ·054. REPOST, (a) The commjm 'ban moon [0 tbe so,,"cmor. 
tieurenanr governor, ADd SPef!kCt Of1bs "Ms g'rsmnmrativq not later ,han 
pecember J t O(AAeb vsar. 

1M The J'SMtt mun ipclude; 
; J 1 jdmtjfigtion at" $jgnjrjc;ot rroblem5 in rhe T ~~:3~ Ir.tt'U!'lted 

~wpi\mem Semen with recommengat)oo5 jor ilC:rion bv Ihe !iOmml~$10ner: 
C2l tb. AllIS eftA. efff!srlymCSS pi the TexAS (otenpsed EoroUmeat 

Seryl"i in prpvjdingp'"Uary ,eryisFS to [be people Oem!! stare. with 
rg'pmmenrtarious forany nee"'''''' research' Md 
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TEXAS & SOUTHWEST 

~enate OKs welfare oversightibill 
By Bill Minutagllo ~ aay!nglbey wmnupayen, the of 
_lIII"",O/ ... IlIIIuIlO!Ol!(N... ellIwIs IIIId the poc>I' people ta hIve !l! 

jlU5;nN - tu.y plams for privat' the abU1ry to panlc\P118 IA this pI'> rl 
or Tex ... spftIWIIIls welfo:e celli; said Ma. XInaoT. 
would bave tg be at COlI1pllllit!!lllave bean Y7InI ror • 

chan"" 10 1I1e! CIt eon1nClll !hit m4Y 
be worth W bII1IOlI over II". yo..". 
Officials fOT III, fllJllS llave aid !hey 
Wllllt to ptmnle IImIIIt COlltr8Ctll In 

. other Slates. 

~~~~~~~i~ The TexlII walfAre syBtem 1Up-~ pUss· mIlliOIll of elcItTly. disabled 
;:~~itJ~ 1IIIe1 !ow·l=_ nsl4CIS With {OO<! 
": Nmps. clISh Illd Ilealth care. 

now gael to lIIe Id 
where marlltd dlfferell .... be- . A4vOCI.W rer those res ellts 

I 
SoI1. MIl<e MOllcrte~D-FOrt Worth, 

allc10d Ib.e am."cImen \Io11b. the .p' 
provo! of Mr. Bush. 

He also 

lIIYe repea!ld.\y said that priVlt!za. 
It ""eI • House measure IIj> tlgII would pllce th_ who mast . , 
earlier WIll be collSldared. 

T9 dam. .wei. from teslimOny 10 lleee! pU811e - In the hands Soa.. ecnialo B~tos, I).A~ 
I~tiv. COllllllttl8os mel foruDl.l of profil-mlIlded COrporatlOlll. tlJ!.. &44.<1 Ille amilldmellt Ih.t 
fiir ·prwpoollvo blddeft, there MV. II would Wo. accan!Ing to critles would roquln publii hearings all 
lie"" no publ1e b4armga OIl propaso of prlvatizatiOIl, put thousands of privatlzatlon. 
a1s by Nle oWc1a1s to hand putS of &'lIte JObliln jeOpardy ell elll1anger Some lawmeken .sald Tuesday 
the welfar. RYS!IIII tg BUell firm as the COIIJ14eutllllty of records or cU· that .the U"lok recorda! tile pr1>Spe"" 
EDS. Loel<heec1 Mutilland Andersen ... IS of those progr&lllL tlve private bidders I8cds to ~e care-
ConsultiIlg. A v.mOll of the 9IIIUan bUI al> fully weighed. , 
iff:n.ose priwt1utlon pro~ In. proved by the HOII!!!Il!QP1d ,,"li);. "Some of these C\lllp8llles plan· 
traduced 1II0lllha Igo. h""8 b •• n tile SOnata blU, ~1l1rI1ZlY pTtVIIWI· IlIng to bid 011 1lI1:I II"jec:t •.• baw 
(Ilmed down by th. While HolIS .. In \1011 10 be ;ollfiilCd to upd4t!nS til- had major problems vith simller pro
response. Texas oUlc!aI •• Ineludh,s wBlfilre 6)'&18111 comp1!tera. Support> Joots In other .tates; sud Mr. Mon· 
G!lv. Ge.arae W. Bush.llave Solie! tiler en 01 thlt HOllSlmuslln saie! it was . cI1eC. 
vr.~Uld ptInrue fecieral er ItItc legtal.. • way to proteet lame Itl"B emplO)" Mr. Ratliff. whoso mellSure hi. 
tloil.1O 1Iegin the pTtvatizatiOIl PI~ eel and to cloaa tile door on th. been supported by IIr. Bush. said 
c~...· wholesale priwtizatlon of the wei· '1'""", Iowmators ''SbiuJd not tie our 

·°1 tIllnk lIIe leglsl4tlve ovenlghl fare RYS!em. hllllclS to not bol<lg i.le to do any· 
mel the public h •• mp.n Ilb1ll01lS. "What !his bill does Is to put. Ihlng ... in tile Prt'j,. ,".lOr once 
~eluse whit they say ill thallhls has Jeglmtive oversight commlttee. OIId . 'liB gellllese mechalleaJ s~ 561 
be .... process that b .. been Woud. the Lea1B1&tlve Budcel Board. as well up W. ehouJd not roi,trlct ourod .... 
ed III secreq up to!h1s: polll~ .. Slliel ASthegoVeTIIOr.InOllClvOTslghtpasl· t~1 tightly." ., 
Marcia KInsey. an analyst with the tiOll to see .wllal ve wlU do In tho 
Cenler for Public PolIcY PriorlUes. ".'I!IIIo yeus," laI4Se11. BllI Rawrr. ,-------'----
an A1IlItfn.based orglmlzatioll study· R-Mount PI.,..""" IJIOnsor of tile r 
ip.g Is.~.s arlectin, low.income Tex. Se!1Ate mUlllrL 
~. . The amopdment creating 'be 
.~ :mey (state lawmakers] are bAS~ ovenlglit .... added tg 'be Scm.te 

TOTAL P.09 
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May 13, 1997 

MEMORANDUM FOR THE CHIEF OF STAFF 

FROM: BRUCE REED, CYNTHIA RICE 

SUBJECT: ADMINISTRATION DECISION ON TEXAS WELFARE PLAN 

Today, HHS provided the state of Texas with written guidance under which the state 
could release a "request for offers" (RFO) for private contractors to operate state-wide system of 
offices where residents would apply for Medicaid, food stamps, welfare, and other public 
assistance. The letter recounts the options HHS and USDA officials discussed with Texas Health 
and Human Services Commissioner Michael McKinney at their meeting on May 2nd. The Texas 
proposal is known as TIES, the Texas Integrated Emollment Services project. 

The guidance notes that under current Medicaid and food stamp law: 

• The state has broad authority to administer the Temporary Assistance for Needy 
Families (TANF) program, the block grant created by last year's welfare law, and 
can use private contractors without limitation there. 

• The state can also use private contractors to design and operate information 
systems, develop and recommend revised eligibility processes, and provide 
training and assistance in the management of TIES. 

However, the guidance says: 

• A non-public employee may not take actions involving discretion or value 
judgments, including all elements of the benefit eligibility determination process 
that relate to the evaluation of information provided by an applicant or which 
bears on the eligibility decision. 

• In an integrated emollment system, most if not all activities involving personal 
contact with an applicant or recipient, including data entry during an interactive 
discussion with the applicant, have the potential to involve the use of discretion or 
judgment and must be performed by state merit system employees. 
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Texas Welfare Plan 
5/13/97 

Talking Points 

• The welfare refonn bill passed by the Congress and signed by the President allowed 
states to privatize their cash assistance programs, but did not .change the law for 
Medicaid or food stamps. . 

• The President believes states need flexibility to make welfare what it was meant to be: a 
second chance, not a way of life, a system that helps people draw a paycheck instead of a 
welfare check. That's why he signed the welfare refonn law last year in the face of much 
opposition from many in his party. 

• We're concerned that allowing a state to privatize Medicaid and food stamp operations 
will not be in the best interests of program beneficiaries. 

• Current Medicaid and food stamp law makes clear that eligibility detennination must be 
perfonned by impartial, merit-based public employees. 

• We offered the state of Texas the chance to conduct a sub-state demonstration of 
privatization, but the state declined. 

• The letter we sent Texas yesterday allows the state to proceed with contracting out for a 
statewide computer system to do integrated enrollment. The state is also free to privatize 
its welfare operations. 

Q&As 

Question: 

Answer: 

Haven't you blocked the state from developing an integrated enrollment system? 

No. The state could develop an integrated enrollment system so long as public 
employees perfonn the essential eligibility detennination functions. The state 
could issue a "request for offers" seeking private contractors for those functions 
which the law allows to be privatized -- designing and operating infonnation 
systems, developing and recommending revised eligibility processes, and 
providing management training and assistance. The state could also privatize all 
aspects of the Temporary Assistance for Needy Families program. 

- 2 -
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Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

How can you claim that data entry is eligibility determination? 

Any activity which involves discretion and value judgments can affect the 
eligibility decision. In an integrated process, the person who asks the applicant 
questions about eligibility may be the same one that types it into a computer: .. 

Doesn't your guidance contradict the welfare reform law signed by the President 
which grants states the flexibility to run their own programs? 

No. Based on the welfare law that the President signed in August, Texas already 
has the authority to proceed now with the welfare portion of their proposal. 
However, Congress and the President retained the laws on Medicaid and food 
stamps. Our guidance to Texas is consistent with current law. 

How can you say the President supports state flexibility when he denies Texas' 
proposal? 

The President has a strong record of supporting state flexibility. First, after 
granting 80 waivers to 43 states to test innovative strategies to move people from 
welfare to work, he signed the welfare law which allows states to reform welfare 
without seeking permission from Washington. The President has also granted I3 
Medicaid waivers to help states make their programs more efficient and effective. 
The President clearly supports state flexibility; however his first priority is 
protecting beneficiaries. 

Texas says it would expand health care to an additional 150,000 needy children 
with the savings generated from TIES. How could the President oppose that? 

Obviously, the President supports expanding health care coverage to uninsured 
children -- his budget, and the budget agreement he negotiated with Congress, 
would expand coverage to 5 million more children. But he does not support 
jeopardizing health and nutritional benefits to seniors, the disabled, and families 
already on Medicaid in order to expand coverage to additional children. 

Would the Administration approve a sub-state waiver? 

HHS and USDA officials told Texas representatives that they would consider a 
sub-state project which was time limited and had an evaluation, so we could find 
out the effects. However, Commissioner McKinney apparently indicated that the 
state was not interested in such an option. 
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Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Didn't the President's senior advisers propose another solution -- one that would 
have allowed more privatization -- but the President rejected it? 

The President did ask us to take another look at this issue. His principal 
interest is what's best for families who rely on Medicaid and Food Stamps, and he 
wanted to make sure that the decision would be consistent with that interest. 

Why did it taken the Administration so long to give Texas an answer? 

The Texas proposal is a very complicated project involving multiple federal 
programs and agencies. There were a great many legal questions to consider. 
And we wanted to make sUre that the decision we reach was right and would 
protect families who rely on Medicaid and food stamps. 

Isn't this just a payback to the unions? 

Obviously, the unions feel strongly about this; so does the state of Texas. We met 
with both during the decision-making process. However, we made our decision 
based on what we think is best for the program beneficiaries. 

Why do you assume that public employees are better than private ones in 
protecting the rights of beneficiaries? 

We are simply following the laws passed by Congress which are designed to let 
states seek innovative approaches to improye the efficiency of benefit programs 
while protecting the rights of beneficiaries. Making decisions about the eligibility 
of needy people for benefits is one of the most fundamental functions of 
government. 

Doesn't the Medicaid program now allow private contractors to enroll 
individuals? 

No. Private employees, such as hospital workers, can only gather information and 
forward it to state workers. They cannot evaluate it or make eligibility 
determinations. 

Would the President support an legislative amendment to allow Texas -- and 
other states -- proceed? 

We opposed granting individual state waivers legislatively -- that authority rests 
in the executive branch. We would also oppose legislation which would 
completely privatize or block grant Medicaid or food stamps. We would of 
course want to see the language before commenting on any particular amendment. 
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Question: 

Answer: 

Question: 

Answer: 

Why couldn't you just let the state release the Request for Offers and see what 
particular proposals come back? 

We lY:£ letting the state release the RFO. But we thought it was only fair to let the 
state know what type of contracts we would approve and what type we ,Woldd'not 
since the exact nature of the TIES system would depend upon the terms of the 
agreement between Texas and the contractor. 

We understand you're planning to let Wisconsin privaiize but not Texas. 
How is that fair? 

We have not responded to' Wisconsin's request. However, their proposal is very 
different from Texas' -- it would allow private contractors for food stamps in only 
a limited number counties, in a time limited demonstration which would be 
independently evaluated. 

- 5 -
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Whose welfare? 

Open the door, can:fully, to priwte companies 

I N TEXAS, as everyone knows, spending on the poor is as 
popular as a ranlesnake at a picnic. And President Bill 

'Clinton, as everyone also knows, has a backbone of reptilian 
sinuosiry when dealing with public-sector unions. It is there
fore no surprise that Mr Clinton has decided to veto large 
partS of a plan that would have allowed businesses in T ""as to 
run sodal-servke programmes. But it was the wrong decision, 
made for the wron, reasons. ' 

The governor 01",,"50 George W. Bush (a red-hot Republi
can hope for 2.000 )wanted to contract out the administration 
of about 30 programmes-including income support, nutri
tion supplements, fOod stamps and the' Medicaid pro
gramme for the poor-to a private company or consortium. 
His aim was simple: to improve efficiency and save money. 
At presen~ social services in Texas cOSt $S50m a year to run. 
Business and government officials think privatisation could 
cut these costs by 20-30')'0-

Mr Bush's plan would have been the most profound. and 
provocative, change in the delivery of social services yet at
tempted. Claimants who go to the benefits office today deal 
with a (usually surly) public servant, as they have done since 
Roosevelfs New Deal brought in benefits for the needy in the 
first place. Under the Texas proposal, they might have made 

LEADERS 

run orphanages. Besides, in the welfare bill ~d last sum
mer, when the national system of income support was 
handed over to the states, the states were explicitly allowed to 
contract OUt this programme to finns who cou ld decide who 
was eligible and who was not. Texas is simply taking the logi
cal next step. 

Necessary safeguards 
All that said, the ad .., ne I inmate fear: that' 
privat$ companies. if fjven their heads, may run soctal er
,ices so leanly and mea~1v t~t~rving cases may be 
rumed away. The answer rorltiSOhOWeVer, jssimple enough: 
k~p go~emment as the final arbiter. Private providers of so
"al5eM formal COnlractS with the govern
men; and accountable to It-If they are etermlnmg eli . il-

3~Vd 'a [ 
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iry, they should be told which criteria to apply_ Incentives 
should be cratted SO that bad habits never sta"-nO reward 
for, say, tossing fOUr-year-<llds off MCdicaici Any 'profits 
should come &Om savIngs In admlfuStralIVe costs, and not 
from reducttons In the numberSofaTciPle legitimately on the 
rolls. And It the comparues do a b3 job, fire them. 

With. government peenng over ilieu Shoulders, private 
compames wo!'ld P,?bably behave themselves. Besides, they 
have another incentive: preserving their own reputations. 
Tu~ d~n the claim of a sick child or a pregnant mother, 
and !tWIll be on the evening news in an instant. Such motives 
are .not ~ieularly high-minded; but they may still result in 
SOCIal seMces that are run more efficiently and effectively 
than government can manage. Wasn't this what "ending wel
fare as we know it" was meant to be all about? 

. 
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THE DEPUTY SECRETARY OF HEALTH AND HUMAN SERVICES 
WA5HINGTON. D.C. 20aOI 

Michael D. McKinney, M.D. 
Commissioner 

MAY I 3 1997 

Texas Health and Human serVices commission 
P.o. Box 13247 
Austin, Texas 78711 

Dear Commissioner McKinney: 

I am writing to follow up on our most recent meeting and to 
respond to your letter dated March 5, 1997 to me concerning the 
Texas Integrated Enrollment Services (TIES) project. You asked 
that I provide, on behalf of the Administration, guidance under 
which Texas could release the TIES request for offers (RFO), if 
it so chooses. 

In this letter, I describe the current status of our discussions, 
the flexibility available to the State under current law, the 
limitations regarding functions which must be performed by State 
merit system employees, and next steps in the process of moving 
forward with the TIES project. Because Texas is considering an 
integrated eligibility system, r address both Medicaid and Food 
Stamp policy in this letter, the content and language of which 
have been approved by ·the Department of Agriculture. Official 
notification by the Food and Consumer Service (FCS) of the 
Department of Agriculture will be provided to you by the FCS 
regional office. 

Current Status of Our Discussions 

Our staffs have been working together to resolve many issues 
related to the development of the TIES project, a highly complex 
undertaking by the state that involves the integration of three 
large Federal programs (Temporary Assistance for Needy Families, 
Medicaid and Food Stamps), as well as a number of other Federal 
and State programs. The State has submitted for review a draft 
RFO which seeks innovative approaches to the delivery of public 
services. The draft RFO calls for proposals which would replace 
the Stateis computer system and which would re-engineer the 
methods by which eligibility is determined. Among the important 
technical and policy issues potentially raised by the dr.aft RFO 
is the fundamental question of the extent to which functions 
historically performed by state merit system employees could be 
performed by private contractors. 

The State has not submitted an actual proposal to privatize state 
functions, nor requested a waiver of any Federal statutes or 
regulations. Rather, we have engaged in discussions so that the 
State would be in a position to communicate to the vendor 
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community any restrictions regarding those activities which could 
be performed by non-merit system, non-state employees 
(hereinafter "non-public employees"). Recognizing that you did 
not express interest in discussing a time-limited, sub-state 
demonstration during last week's meeting, this letter addresses 
tne I~m~tatlons set forth in Food stamp and Medicaid law and 
regUlations. 

Flexibility Available in cUrrent statutes and Regulations 

current Food stamp and Medicaid statutes, regulations and 
precedent provide the State with the opportunity to automate and 
re-engineer business processes, as well as to use contract staff 
to perform a number of functions. Such functions include design, 
development and operation of the large and complex information 
system which the state expects to implement in TIES. The state 
could also employ contract staff to develop and recommend an 
integrated and re-engineered eligibility process for the programs 
included in TIES. Contract staff could provide training and 
assist management in the transition to TIES. In addition, as you 
know, Texas has very broad authority to administer the Temporary 
Assistance for Needy Families (TANF) program and, with respect to 
the administration of TANF, can use non-public employees without 
limitation. 

Therefore, significant opportunities exist for the State to take 
advantage of the efficiencies and expertise available through the 
vendor community in developing and administering TIES. There 
are, however, limitations imposed by law on contractor 
inVolvement related to client certification and eligibility 
determination, as described below. 

Extent of Work by Non-Public Employees 

Section 1902 of the Social Security Act and section ll(e) (6) of 
the Food stamp Act and implementing regulations reflect the 
principle that most activities included in the eligibility 
determination process (referred to as the certification process 
in the Food Stamp Act) must be performed by public agencies. A 
non-public employee may not take actions involving discretion or 
value judgments, including all elements of the eligibility 
determination process that relate to the evaluation of 
information provided by an applicant or bearing on the 
eligibility decision. 

Redesigning the eligibility determination process could have the 
effect of merging discretionary and non-discretionary activities. 
Whereas previously a series of separable administrative steps 
occurred as part of the eligibility determination process, 
current technology may enable the State to combine multiple steps 
into a single, seamless process. The initial contact, 
application, data entry, interview process, request for and 
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evaluation of appropriate documentation, as well as the resulting 
eligibility decision and benefit calculation, may no longer 
necessarily be separable and sequential steps. To attempt to 
separate certain portions of the eligibility determination 
process for the purpose of isolating individual activities 
involving discretion would seem to defeat the state's purpose in 
integrating and streamlining program 'enrollment. 

It is more appropriate to restate the intent of these provisions 
-- i.e., in an integrated and streamlined process, most if not 
all activities inVOlving personal contact with an applicant or 
recipient, including data entry during an interactive discussion 
with the applicant, have the potential to involve the use of 
discretion or judgment, and to directly influence or affect the 
eligibility determination process. Therefore, these activities, 
and any other activities in which specific eligibility criteria 
are discussed with an applicant or eligibility-related 
information is collected and evaluated, must be performed by a 
state merit system employee. 

As we discussed in our meeting, there are narrow instances in 
which Medicaid and Food Stamp law and regulations permit 
involvement of non-public employees for the purpose of expanding 
and enhancing state outreach efforts. In the outstationing 
proviSions of the Medicaid program, non-public employees are 
permitted to perform a number of initial processing actiVities, 
but are not permitted to evaluate the information presented by 
the applicant, or make the actual eligibility determination. 
Under the Food stamp Program, volunteers may simply assist 
potential clients in filing applications with the state. In both 
cases, these non-public employees are precluded from engaging in 
activities that could have the effect of screening out potential 
applicants. Activities involving the use of discretion that 
could result in potential applicants being screened out must be 
performed by state merit system employees. A significant non
state presence in the integrated enrollment process could result 
in some screening out of potential applicants by non-public 
employees. 

Possible Next steps 

The State may release the draft RFO, under the condition that the 
state include the applicable language from this letter in the 
draft RFO. HHS will approve Federal matching funds for project 
planning activities for the costs incurred through the planning 
phase. 

In order for HHS to consider approving and funding a contract 
which may result from release of the RFO, the state must submit 
an implementation advanced planning document (IAPD) for HHS' 
prior approval following the solicitation process, in accordance 
with the rules at 45 CFR Part 95, Subpart F. The IAPD must meet 
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the requirements specified in the cited rules and provide a 
rigorous and positive cost benefit analysis for the project. The 
state may want to advise potential offerors to make use of HHS' 
cost benefit analysis guidance for state systems. We will 
consider HHS funding for the actual project itself at such time 
as the state submits an IAPD for approval by the Federal 
agencies. 

HHS and USDA staff are available to continue their ongoing 
discussions with your office. Mark Ragan, Director of the Office 
of State Systems, Administration for Children and Families or .his 
staff will be in contact with your office shortly. Ruthie 
Jackson, FCS Regional Administrator will also be in contact with 
your office to advise you of FCS funding. 

I'want to express my appreciation for your understanding of the 
complex issues raised during our consideration of the TIES 
project. I also appreciate the time and effort you and your 
staff have contributed towards moving these issues to resolution. 
If you have any questions concerning the content of this letter, 
please do not hesitate to call me or Mr. Ragan at (202) 401-6960. 

Sincerely, 
£~1 .. ' ....-_.-f 

,~;: ~.- '=:j i 
" ::._--' -d"_ .... ....... . 

Kevin Thurm 
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THE WHITE HOUSE 

WASHINGTON 

March 9,1997 

MEMORANDUM FOR ERSKINE BOWLES 

FROM: BRUCE REED lW-III 
SUBJECT: UNION MEETING 

Attached is background material and proposed talking points on the subjects most likely 
to arise during tomorrow's meeting with union leaders. 

In the welfare area, two issues dominate: (1) whether to apply protective labor laws (such 
as the minimum wage) to workfare participants and (2) whether to grant Texas's request to 
privatize the operation of public assistance programs (including Medicaid, food stamps, and 
other nutrition programs). DPC and OMB have managed an interagency process on these issues 
and hope to have a recommendation to the President by the end of the week. The 
recommendation on the minimum wage issue will favor the unions; the recommendation on the 
privatization issue is likely to favor the States. For this reason, we would like to announce the 
two at roughly the same time; indeed, we have held back our recommendation on the minimum 
wage issue for this reason. Accordingly, you should say no more tomorrow than what we have 
said before -- essentially, that we are quite sympathetic to the unions' position on the minimum 
wage issue. 

In the Medicaid area, the two issues that the unions will primarily focus on are 
Medicaid Disproportionate Share (DSH) payment allocations and state flexibility concerns, 
including a privatization issue that raises similar questions as Texas's waiver request. (As you 
know, the unions also are extremely upset about the per capita cap and DSH payment reductions 
included in the President's budget; they are unlikely, however, to raise these issues to any 
significant degree at tomorrow's meeting.) Chris (who, of course, will attend the meeting) has 
been working with the unions on both of these issues, but we have not yet fmalized our policy 
positions. We therefore recommend that you acknowledge the unions' concerns and commit to 
further discussions on these issues, but that you not indicate any support of the unions' proposals. 



WELFARE ISSUES 

Application of Labor Laws 

As the work requirements of the new welfare law begin to go into effect, a critical 
question for both the labor movement and the states is whether worker protection laws -
particularly the minimum wage law (Fair Labor Standards Act) -- protect welfare recipients who 
take part in workfare or subsidized employment programs. The DPC and OMB have been 
running an interagency process (involving DOL, HHS, USDA, and others) to hammer out an 
answer to this question. We expect to have a recommendation for the President within the next 
week, as well as a strategy for rolling out this controversial Administration policy. The unions 
should view this recommendation, if approved, as satisfactory. 

There is general agreement among the agencies, as a matter of both law and policy, that 
the Fair Labor Standards Act should be read to require payment of at least the minimum wage to 
most people in workfare and wage supplementation programs. On this reading, participants in 
such programs usually would count as "employees" under the Act, thus qualifying for minimum 
wage protection. (A few might count as "trainees," not entitled to the minimum wage, under 
normal labor law principles that the unions would expect to apply.) Bruce has given the AFL 
private assurances that the Administration will adopt this basic position. And the Vice President 
dropped some strong hints to the same effect at the recent AFL meeting. 

Requiring the minimum wage for workfare recipients, however, will raise obvious 
difficulties for the states, in light of the new welfare law's work provisions. Even if a recipient 
is working only 20 hours each week, the existing welfare grant in many states will fall short of a 
minimum wage salary. As the work requirement in the law increases to 25 and then to 30 hours, 
and as the minimum wage also increases, more and more states will discover that their welfare 
grants are insufficient. 

One way to mitigate this new burden on the states is to count benefits other than cash 
assistance toward the minimum wage. There is a strong legal argument, based on provisions in 
the food stamp law, that states may add the value offood stamps to the basic welfare grant for 
purposes of complying with the minimum wage. Even ifboth these streams of benefits are 
counted, however, a number of Southern states will immediately come up short, and as the 
minimum wage increases and the work requirements become more severe, other states will join 
them over time. Allowing states to count the value of other benefits -- child care, housing, or 
transportation -- toward the minimum wage would remove this problem, but this proposal raises 
a number oflegal and policy questions that make it difficult (though not impossible) to pursue. 

The interagency group also has reviewed what other labor protections apply to welfare 
recipients in workfare or subsidized employment programs. The consensus view is that OSHA, 
unemployment insurance, and anti-discrimination laws will apply in the same way they do for 
other workers. We do not yet have an absolutely final opinion from Treasury as to whether the 



monies paid to these welfare recipients will be subject to FICA and other taxes, and if these 
monies will make recipients eligible for the EITC, but all indications are that they will not. 
Finally, these workers may well become eligible to unionize. Recent newspaper articles have 
suggested that some unions will undertake large-scale organizing efforts targeting welfare 
recipients, and we probably should expect some of these efforts to succeed. 
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We should expect the announcement of Administration policy along these lines to 
provoke strong criticism from the States. Governor Whitman wrote to the President last week 
that applying minimum wage laws to workfare participants would "end welfare reform as we 
know it" by placing states in the position of either failing to meet the law's work requirements or 
incurring large new costs. We also should not be surprised if Congress reacts to our decision by 
passing a measure that would exempt workfare participants from many labor protections, 
including the minimum wage, or that would require benefits such as Medicaid and child care to 
count towards the minimum wage. Even the New York Times editorial board, in discussing 
union plans to organize workfare participants, has opined that "what they are doing does not 
amount to a job" -- a view consistent with what the States and Congress will be saying. 

Talking Points: 

• This Administration is committed to moving people from welfare to work. It's 
also committed to making sure workers get at least the minimum wage for their 
efforts. Workers shouldn't be paid a subminimum wa~e. whether or not they 
come off the welfare rolls. 

• The Administration, however, is still studying precisely how the FLSA and other 
worker protection laws play out in the welfare context; in particular, we're trying 
to figure out if there are ways to address certain concerns that States have about 
how application of these laws would actually work. We may not be able to do 
that, but we thought it was worth making the effort to prevent a firestorm of 
opposition from Congress and the States. 

• We know this decisionmaking process has taken longer than you -- or we-
anticipated. But we thought it was worth the time to get things right. We expect 
to have a final answer within the next couple of weeks. 

Allowing privatization of assistance programs through waivers: 

The new welfare law explicitly allows states to administer and provide Temporary 
Assistance to Needy Families (TANF) through contracts with private entities. Now, two states 
(Texas and Wisconsin) are seeking federal approval to contract out certain functions of the Food 
Stamp and Medicaid programs as well. (Private contractors determining eligibility for Medicaid 
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and Food Stamps would have to follow federal eligibility rules, since those programs remain 
• federally guaranteed individual entitlements.) These states believe that a competitive contracting 

process will result in greater program efficiencies while protecting recipients. Organized labor is 
concerned that privatizing these government functions will displace state and local government 
workers (with a resulting loss of union membership) and will undermine beneficiary rights to due 
process and confidentiality. 

Federal agencies and the State of Texas have been negotiating since May 1996 over a 
proposal from the State to privatize TANF, Medicaid, Food Stamps, and certain other federally
funded nutrition programs. Under the Texas plan, private contractors would conduct the 
application and eligibility determination process, and the state would certify the final 
determinations. The State also would retain control over the appeals and quality control 
processes. HHS still has not responded to Texas's proposal. Rep. Charles Stenholm, one of the 
Administration's strongest welfare reform allies, complained about the delay to Frank Raines in a 
February 24th letter, saying the state of Texas is ''willing to make accommodations to address 
administration concerns." Secretary Shalala has promised Texas an answer within two weeks. 

If the Administration does not allow private contracting for Food Stamps and Medicaid, 
then states will be discouraged from contracting out the T ANF program because having separate 
eligibility systems would create administrative difficulties. For example, it would require some 
individuals to go to one location to apply for T ANF and another to apply for Food Stamps and 
Medicaid, whereas now nearly all states have one-stop, government-run eligibility centers. 

Current Administration thinking on this issue is to allow Texas at least a partial waiver, 
allowing the State to privatize public assistance operations now performed by State employees. 
We are still debating whether the Administration should allow Texas to privatize almost all of 
what it wants to, or whether the Administration should insist that state employees retain control 
over certain public assistance functions (most notably, the eligibility interview). We hope to 
have a recommendation for the President by the end of the week. 

Talking Points: 

• We appreciate your concerns about the effect of granting waivers to states to 
allow them to privatize public assistance operations, such as the Medicaid and 
Food Stamps program. 

• It is important, if we do approve these waivers, to ensure adequate protections for 
recipients and assistance for displaced workers and we welcome any further 
information you'd like to give us on these issues over the next few weeks. 
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MEDICAID ISSUES 

Background 

There is almost nothing about the Medicaid policy in the President's budget that AFSCME 
supports. They are opposed to having any Medicaid savings, arguing that recent downward 
baseline adjustments mitigate the need for further deficit reduction contributions by Medicaid. 
They oppose how we achieve the savings, arguing that a per capita cap could hurt vulnerable 
populations and that cuts in disproportionate share (DSH) payments will hurt public hospitals, 
the patients they serve, and the employees who work in the institutions. And finally, they are 
extremely uncomfortable with providing more administrative flexibility to the states, publicly 
arguing that it will subject beneficiaries to substandard care and reductions in access, and 
privately worrying that states will contract out with non-union employees to administer 
Medicaid. 

At this time, there is nothing we can do relative to AFSCME's concerns about how we achieve 
our savings. Our budget is now public and we certainly cannot run away from the per capita cap 
and the DSH savings proposals. Although they will grumble about our savings policy, AFSCME 
understands we cannot modifY it at this stage in the process. Instead, they are focusing on two 
issues that they believe we can address: (1) the allocation ofDSH savings and (2) our yet to be 
submitted state flexibility language, particularly as it relates to personnel requirements. 

DSH Allocationrrargeting. 

AFSCME and the public hospitals agree that there may be limited savings in DSH, but only if it 
is combined with much better targeting ofDSH dollars to the hospitals they say are providing 
care to the greatest numbers of uninsured, underinsured and high cost Medicaid patients -- the 
public hospitals. While most ofthe players (the private hospitals, public hospitals, physicians, 
the unions, consumer groups, and even some states) all acknowledge there could be better 
targeting, no one agrees on how best to do it. It is for this reason that we chose to punt on this 
issue, saying that we wanted to work with interested parties on how best to design an improved 
allocation formula. Consistent with that, we have already held meetings in the last week and a 
half with both the unions and the public hospitals, and we plan do to more. 

Talking Points: 

• I understand your concerns about both the size of the DSH cut and the need for 
better targeting ofthese dollars. We agree that we need to find ways to better 
target dollars, but -- as you know -- the devil is in the details. 
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• We did not release a specific, new targeting fonnula because we thought it would 
more likely hurt, rather than help, the chances of refonning the current allocation 
approach. Ifwe went ahead with almost anything, the states and many hospitals 
would have used up all of their energy killing it, rather than working together to 
find consensus on this difficult issue. 

• We have held some constructive preliminary meetings with your policy experts on 
this issue, and we plan on doing more. Let's keep talking to see if we can come 
up with something we both can agree on. 

State flexibilitylpersonnel requirement issues. 

AFSCME is particularly concerned about two provisions in our Medicaid flexibility 
proposal: (A) the elimination of the waiver process for managed care and (B) a proposal 
potentially allowing more extensive privatization of the Medicaid program. 

Elimination of managed care waivers. AFSCME opposes the elimination of the 
managed care waiver process. They like this process because it gives them time to weigh in on 
issues they are concerned about, thus giving them the opportunity to push the Department to 
make changes before final approval. AFSCME recognizes, however, that our proposal to 
eliminate the waiver process is extremely popular with the Governors and would be difficult to 
back away from. Their more realistic goal is to persuade us to develop new quality standards 
that would address many of the same concerns they now raise in the waiver process. While they 
will push us in this direction, you should be careful about promising them to participate in our 
Medicaid flexibility drafting process. 

Proposal allowing Medicaid privatization. AFSCME is significantly concerned about 
our proposals to relax personnel requirements on state Medicaid programs. They charge that 
such changes will undennine quality and, at least as important to AFSCME, potentially lead to 
further reductions in force in Medicaid programs around the country. They believe, for example, 
that allowing non-government employees to make eligibility detenninations may create conflict 
of interest problems for companies that are also overseeing managed care plans. (AFSCME is 
similarly concerned that the Administration will grant a waiver to certain states allowing them to 
privatize significant parts of many of their public assistance programs, including Medicaid and 
food stamps. An earlier section of this memo addresses these issues.) 

Unlike the new welfare law, our current Medicaid language does not unambiguously 
allow states to completely privatize the administration of the program. The language could be 
interpreted broadly, however, to allow quite extensive privatization. The Administration is still 
trying to detennine exactly how we want to interpret our new Medicaid proposal, particularly on 
the issue of whether it would allow private personnel to make eligibility detenninations. We 
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have an interagency/OMBIDPC working group finalizing our position in these issues. 

Talking Points: 

• I understand your concerns about the Medicaid flexibility provisions. We want to 
work with you on these important issues. 

• While we cannot back-track on our position on the elimination ofthe waiver 
process, we do want to work with you to assure that appropriate quality standards 
are in place. When we send up the statutory language, you will see that we are 
improving our Medicaid quality provisions. 

• We understand your concerns about the merit system protections. We are 
committed to adopting an approach to administering Medicaid that assures a high 
quality program. I know you have met with Donna Shalala on this issue and I 
believe we should continue our conversations. 
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Q Texas says that all they want to do is let private employees collect data and let public 
employees determine eligibility. What is wrong with that? 

A There would be nothing wrong if that was what Texas would be doing under the TIES 
project. We want to help Texas go forward to make its programs efficient, but still be 
consistent with current law and protect the beneficiaries. We offered the State several options 
to move forward and believe any of them could be the basis of a mutually acceptable 
agreement. These options were designed to let the state proceed as quickly as possible with 
their RFO, because they would be consistent with a1\ of the relevant statutes and regulations 
governing cash assistance, Medicaid, and Food Stamps. 

However, our current understanding is that Texas may want to accept an offer that goes 
beyond this, that would combine data entry with eligibility assistance. In fact, 
most if not a1\ activities involving personal contact with an applicant or recipient, including 
data entry during an interactive discussion with the applicant, have the potential to involve 
the use of discretion or judgment, and to directly influence or affect the eligibility 
determination process. According to Food Stamp and Medicaid laws and regulations, these 
activities, and any other activities in which specific eligibility criteria are discussed with an 
applicant or eligibility-related information is collected and evaluated, must be performed by a 
State merit system employee. 

Q You say that you offered Texas a sub-State waiver. But Texas said that even if their waiver 
demonstration project was successful, you would never allow the State to implement the. 
project statewide. Isn't this unreasonable? 

A One of the options we offered the State was to submit a waiver for a time-limited, sub-State 
demonstration. This is a reasonable approach for allowing states to test new, untried 
programs. And it is a practice that we have followed to enable states to test other innovative 
programs to help move people from welfare to work. For example, initially we allowed states 
to test time limiting cash assistance and imposing a family cap, only on a sub-state, time
limited basis. 

However, if Texas' sub-State project was successful, we would be more than willing to look 
at a range of options to extend the project statewide, including any state flexibility or 
legislative proposals which might let them proceed. 

Q Today the Dallas Morning News is reporting that Texas State officials have revised their 
proposal and are now focused on replacing the State's computer system. How do you 
respond? 

A We cannot comment because we have not seen the States's latest proposal yet. However, we 
want Texas to move forward and make their programs efficient, while remaining consistent 
with current law and protecting beneficiaries. We have provided options designed to let the 
State proceed as quickly as possible with their RFO, because they would be consistent with 
all of the relevant statutes and regulations governing cash assistance, Medicaid and Food 
Stamps. So we believe that the State's goals are achievable within the authority and flexibility 
permitted by law and look forward to hearing back from the State on how it intends to 
proceed with its project. 
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Q&A's on Texas TIES letter 
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Q Texas State officials say that the letter sent today for all purposes blocks the State from 
proceeding with its project. How do you respond? 

A In last week's meeting, we told Commissioner McKinney that Texas could proceed with its 
Request for Offers (RFO), under the conditions we discussed. We agreed to provide the 
State with a letter recounting our meeting. The letter clarifies the flexibility available to the 
State under current law, the limitations regarding functions which must be performed by State 
merit system employees, and next steps in the process of moving forward with the TIES 
project. The letter was sent to Commissioner McKinney this afternoon .. 

Q Does the letter say anything different than was discussed in the meeting? 

A No. The letter restates the issues and guidance we discussed in last week's meeting. We want 
to help Texas go forward to make its programs efficient, but still be consistent with current 
law and protect the beneficiaries of the three federal programs - cash assistance (T ANF), 
Medicaid and Food Stamps. 

Q In Governor Bush's letter to Secretary Shalala, he says that Texas will proceed with a 
different way to achieve its goals. What will you do if Texas implements its project without 
your approval? 

A We share Governor Bush's goals to move forward as quickly as possible and make Texas' 
programs efficient, but we must be consistent with current law and protect beneficiaries. 
Since Texas first contacted us, we have working closely with the State to resolve many issues 
related to the development of the TIES project, a highly complex undertaking by the State 
that involves the integration of three large Federal programs. We have provided options 
designed to let the State proceed as quickly as possible with their RFO, because they would 
be consistent with all of the relevant statutes and regulations governing cash assistance, 
Medicaid and Food Stamps. So we believe that the Governor's goals are achievable within 
the authority and flexibility permitted by law and look forward to hearing back from the State 
on how it intends to proceed with its project. 
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Q As some Republicans in Congress have suggested, doesn't your guidance contradict the 
welfare reform bill which grants states the flexibility to run their own programs? 

A No. Based on the welfare law that the President signed in August, Texas already has the 
authority to proceed now with the welfare portion of their proposal. However, Congress and 
the President retained the laws on Medicaid and Food Stamps because they have different 
missions and serve different people. Our guidance to Texas is consistent with current law. 

Remember, Texas is proposing a big, complex undertaking that involves three large 
programs: cash assistance, Medicaid and Food Stamps, which are overseen by two separate 
federal departments and which have different rules and regulations. We want to move 
forward to help the State make its programs efficient, but we must be consistent with current 
law and protect beneficiaries. And we have told the State that they can proceed with their 
RFO based on the conditions we discussed, i.e. consistent with all of the relevant statutes and 
regulations governing cash assistance, Medicaid and Food Stamps. 

This Administration has a long record of supporting state flexibility. We granted 80 waivers 
to 43 states to test innovative strategies to move people from welfare to work. We have 
granted 13 Medicaid waivers to help states make their programs more efficient and effective. 
And President Clinton signed the welfare law last year that gives states additional flexibility 
to design their cash assistance programs. However; we must be consistent with current law 
and the President's first priority is to protect beneficiaries of these programs. 

Q Some members of the House of Representatives (Shaw, Johnson?) are talking about a bill to 
approve the Texas project. Would you oppose legislation? 

A It is unwise for Congress to legislate on administrative actions that should be worked out 
between program agencies and our state partner. Based on the welfare law that the President 
signed in August, Texas already has the authority to proceed now with the welfare portion of 
their proposal. However, Congress and the President retained the laws on Medicaid and 
Food Stamps because they have different missions and serve different people. 

We want to help Texas move forward to make its programs efficient, but we must be 
consistent with current law and protect the beneficiaries of the three federal programs - cash 
assistance, Medicaid and Food Stamps - which have different rules and regulations. Today 
we provided a letter to the State recounting the options we presented at a meeting with 
Commissioner McKinney last week and we have told Texas that the State could proceed with 
its Request for Offers (RFO), under the conditions we discussed. 

Q Could Texas ask for a waiver of the current law? 

A We understand that Texas is seeking a state-wide, integrated project. At our meeting with 
Commissioner McKinney last week, we said that the State could submit a limited scope 
waiver for a specific subgeographic area. However, the State officials told us they were not 
interested in such a waiver. 
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THE WHITE HOUSE 

WASHINGTON 

May 13, 1997 

MEMORANDUM FOR THE CHIEF OF STAFF 

FROM: BRUCE REED, CYNTHIA RICE 

SUBJECT: ADMINISTRATION DECISION ON TEXAS WELFARE PLAN 

Today, HHS provided the state of Texas with written guidance under which the state 
could release a "request for offers" (RFO) for private contractors to operate state-wide system of 
offices where residents would apply for Medicaid, food stamps, welfare, and other public 
assistance. The letter recounts the options HHS and USDA officials discussed with Texas Health 
and Human Services Commissioner Michael McKinney at their meeting on May 2nd. The Texas 
proposal is known as TIES, the Texas Integrated Enrollment Services project. 

The guidance notes that under current Medicaid and food stamp law: 

• The state has broad authority to administer the Temporary Assistance for Needy . 
Families (T ANF) program, the block grant created by last year's welfare law, and 
can use private contractors without limitation there. 

• The state can also use private contractors to design and operate information 
systems, develop and recommend revised eligibility processes, and provide 
training and assistance in the management of TIES. 

However, the guidance says: 

• A non-public employee may not take actions involving discretion or value 
judgments, including all elements of the benefit eligibility determination process 
that relate to the evaluation of information provided by an applicant or which 
bears on the eligibility decision. 

• Iri an integrated enrollment system, most if not all activities involving personal 
contact with an applicant or recipient, including data entry during an interactive 
discussion with the applicant, have the potential to involve the use of discretion or 
judgment and must be performed by state merit system employees: 
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Texas Welfare Plan 
5/13/97 

Talking Points 

• The welfare reform bill passed by the Congress and signed by the President allowed 
states to privatize their cash assistance programs, but did not change the law for 
Medicaid or food stamps. 

• The President believes states need flexibility to make welfare what it was meant to be: a 
second chance, not a way of life, a system that helps people draw a paycheck instead of a 
welfare check. That's why he signed the welfare reform law last year in the face of much 
opposition from many in his party. 

• We're concerned that allowing a state to privatize Medicaid and food stamp operations 
will not be in the best interests of program beneficiaries. 

• Current Medicaid and food stamp law makes clear that eligibility determination must be 
performed by impartial, merit-based public employees. 

• We offered the state of Texas the chance to conduct a sub-state demonstration of 
privatization, but the state declined. 

• The letter we sent Texas yesterday allows the state to proceed with contracting out for a 
statewide computer system to do integrated enrollment. The state is also free to privatize 
its welfare operations. 

Q&As 

Question: 

Answer: 

Haven't you blocked the state from developing an integrated enrollment system? 

No. The state could develop an integrated enrollment system so long as public 
employees perform the essential eligibility determination functions. The state 
could issue a "request for offers" seeking private contractors for those functions 
which the law allows to be privatized -- designing and operating information 
systems, developing and recommending revised eligibility processes, and 
providing management training and assistance. The state could also privatize all 
aspects of the Temporary Assistance for Needy Families program. 
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Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

How can you claim that data entry is eligibility determination? 

Any activity which involves discretion and value judgments can affect the 
eligibility decision. In an integrated process, the person who asks the applicant 
questions about eligibility may be the same one that types it into a computer. 

Doesn't your guidance contradict the welfare reform law signed by the President 
which grants states the flexibility to run their own programs? 

No. Based on the welfare law that the President signed in August, Texas already 
has the authority to proceed now with the welfare portion of their proposal. 
However, Congress and the President retained the laws on Medicaid and food 
stamps. Our guidance to Texas is consistent with current law. 

How can you say the President supports state flexibility when he denies Texas' 
proposal? 

The President has a strong record of supporting state flexibility. First, after 
granting 80 waivers to 43 states to test innovative strategies to move people from 
welfare to work, he signed the welfare law which allows states to reform welfare 
without seeking permission from Washington. The President has also granted 13 
Medicaid waivers to help states make their programs more efficient and effective. 
The President clearly supports state flexibility; however his first priority is 
protecting beneficiaries. 

Texas says it would expand health care to an additional 150,000 needy children 
with the savings generated from TIES. How could the President oppose that? 

Obviously, the President supports expanding health care coverage to uninsured 
children -- his budget, and the budget agreement he negotiated with Congress, 
would expand coverage to 5 million more children. i-But he does not support 
jeopardizing health and nutritional benefits to seniors, the disabled, and families 
already on Medicaid in order to expand coverage to additional childre~ 

Would the Administration approve a sub-state waiver? 

HHS and USDA officials told Texas representatives that they would consider a 
sub-state project which was time limited. and had an evaluation, so we could find 
out the effects. However, Commissioner McKinney apparently indicated that the 
state was not interested in such an option. 
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Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Question: 

Answer: 

Didn't the President's senior advisers propose another solution -- one that would 
have allowed more privatization -- but the President rejected it? 

The President did ask us to take another look at this issue. His principal 
interest is what's best for families who rely on Medicaid and Food Stamps, and he 
wanted to make sure that the decision would be consistent with that interest. 

Why did it taken the Administration so long to give TeExas
cf answer? 

The Texas proposal is a very complicated project invol . g multiple federal 
programs and agencies. There were a great many legal uestions to consider. 
And we wanted to make sure that the decision we reach was right and would 
protect families who rely on Medicaid and food stamps. 

Isn't this just a payback to the unions? 

Obviously, the unions feel strongly about this; so does the state of Texas. We met 
with both during the decision-making process. However, we made our decision 
based on what we think is best for the program beneficiaries. 

Why do you assume that public employees are better than private ones in 
protecting the rights of beneficiaries? 

We are simply following the laws passed by Congress which are designed to let 
states seek innovative approaches to improve the efficiency of benefit programs 
while protecting the rights of beneficiaries. Making decisions about the eligibili!y 
of needy people for benefits is one of the most fundamental functions of 
government. 

Doesn't the Medicaid program now allow private contractors to emoll 
individuals? 

No. Private employees, such as hospital workers, can only gather information and 
forward it to state workers. They cannot evaluate it or make eligibility 
determinations. 

Would the President support an legislative amendment to allow Texas -- and 
other states -- proceed? 

We opposed granting individual state waivers legislatively -- that authority rests 
in the executive branch. We would also oppose legislation which would 
completely privatize or block grant Medicaid or food stamps. We would of 
course want to see the language before commenting on any particular amendment. 

-4-



Question: 

Answer: 

Question: 

Answer: 

Why couldn't you just let the state release the Request for Offers and see what 
particular proposals come back? 

We ~ letting the state release the RFO. But we thought it was only fair to let the 
state know what type of contracts we would approve and what type we would not 
since the exact nature of the TIES system would depend upon the terms of the 
agreement between Texas and the contractor. 

We understand you're planning to let Wisconsin privatize but not Texas. 
How is that fair? 

We have not responded to Wisconsin's request. However, their proposal is very 
different from Texas' -- it would allow private contractors for food stamps in only 
a limited number counties, in a time limited demonstration which would be 
·independently evaluated. 
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State officials revise welfare 
proposal 

White House rejected privatization bid 

,.--\=s(L 

AUSTIN - In response to White House rejection of their 
welfare privatization plans, Texas officials hope to 
reorganize government workers and save perhaps $100 
million annually - mostly by laying off 5,000 state 
employees. 

That and a plan to spend up to $200 million on new 
computer systems are the key points of a proposal by state 
officials to revamp Texas' welfare system without fully 
privatizing it, according to a two-page Health and Human 
Services Commission memorandum provided to The 
Dallas Morning News. 

The memo notes that the state-private partnerships 
involved in Texas' original privatization plan posed 
constitutional, legal and practical problems, apart from the 
need for a White House waiver. 

President Clinton's rejection of the original plan, delivered 
in a private meeting between federal and state officials 
May 2, rested upon a legal technicality: Food stamp 
eligibility decisions can be handled only by government 
employees. 

As of Monday evening, Texas officials were still waiting 
for a promised official written decision on the original 
plan. 

White House aides said Mr. Clinton chose not to waive 
the food stamp requirement because he did not want poor 
families to face profit-minded corporations when they 
applied for government aid. 

Republicans charged that Mr. Clinton stalled Texas' plans 
because he wanted to repay labor unions for their 
campaign support. 

A Texas congressional aide said Monday that the state's 
fallback plan avoids the question of waivers because it 
would treat private firms merely as suppliers, with the 
government continuing to manage the newly consolidated 
welfare programs. 

1 
"Clearly, that [contracting out data processing tasks] is 
allowed under current law. So they wouldn't even need a 
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waiver," said Ed Lorenzen, an aide to Rep. Charles 
Stenholm, D-Stamford. 

For several weeks, state officials,including Gov. George 
W. Bush have been alluding to possible "alternative" 
approaches to begin the privatization process in Texas. 

According to the recent Health and Human Services 
Commission memo, crafted by Commissioner Mike 
McKinney in late April and titled "Alternative Approach," 
that plan would result "in a reduction of the number of 
[welfare 1 eligibility workers from approximately 15,000 
down to 10,000." 

Texas union officials expressed concerns about a 
reduction in the numbers of state employees. 

Texas would be losing "about a third of all people doing 
the work," said Mike Gross, spokesman for the Texas 
State Employees Union. "It seems like we are trying to 
strip it down to the barest minimum." 

He said that union leaders agreed that Texas needed to 
address some inadequacies in the welfare program. "The 
automation does need to be improved," said Mr. Gross. 

The new plan would place the Health and Human Services 
Commission solely at the forefront of any privatization 
efforts, a move that might comfort federal officials 
concerned about the different privatization partnerships 
emerging in Texas. 

For months, the Texas Department of Human Services and 
the Texas Workforce Commission have been linking up 
with different prospective bidders in anticipation of 
competing for $2 billion in contracts to run the welfare 
system. 

EDS, Lockheed Martin and Andersen Consulting have 
emerged as the primary possible bidders for those 
contracts. The proposal to privatize welfare services in 
Texas has sparked national interest - and raised the 
possibility of other states following Texas' lead. 

"Though the vendor community estimates savings ranging 
from 20-40 percent of the state's current $500 million 
annual administrative cost ... actual savings may be less 
and take longer to achieve," according to the alternative 
plan. 

The alternative plan says that it would cost $150 million 
to $200 million, funded through a mixture of state and 
federal sources, to buy the new technology to begin 
automating Texas' welfare system. 

The memo also indicates that the initial moves toward 
privatization would be concentrated on "automation, 
software development, system testing" and other computer 
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updates, 

"We still need to procure a new automation system and we 
still need to re-engineer the current work processes," said 
Charles Stuart, spokesman for the Health and Human 
Services Commission, 

He said that the "alternative" proposal is strictly a 
preliminary look at what Texas welfare officials have in 
mind, Details of any future plan will probably be revealed 
in the near future, he said. 

A Texas Senate committee is scheduled Wednesday to 
hear details on proposed legislation that would set 
boundaries for any privatization of welfare in the state, 

Texas may not need federarperrnission to reorganize its 
welfare offices, but it will need Washington's approval to 
win matching funds for start-up costs estimated at up to 
$200 million, according to Michael Kharfen, a spokesman 
for the U.S, Health and Human Services Department. 

Mr. Kharfen said federal funds could cover just over half 
of the modernization costs, if Texas first gets federal 
approval of its proposed contractor, and of its 
modernization blueprint. 

But, he added, federal officials have long been prepared to 
help Texas re-engineer its welfare programs. "This would 
be a routine request [for funding]," he said, 

By Bill Minutaglio and George Rodrigue / The Dallas 
Morning News 
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Welfare privatization not dead yet in 
Austin 

By POLLY ROSS HUGHES 
and BENNETT ROTH 

Copyright 1997 Houston Chronicle 

AUSTIN -- The future of Texas' welfare programs looms today 
as state legislators consider alternatives to a sweeping 
privatization plan backed by Gov. George W. Bush but blocked 
by the Clinton administration. 

State Sen. Bill Ratliff, R-Mount Pleasant, planned to work late 
into the night Tuesday putting the final touches on legislation 
drafted along with Bush's office, the Texas Health and Human 
Services Commission and the Texas Workforce Commission. 

The original Texas plan called for a private company to screen 
applicants for welfare, Medicaid, food stamps and an 
assortment of social service programs. 

While Texas officials say screening is not the same thing as 
deciding who is eligible for benefits, federal officials 
disagreed, and said current law requires government workers, 
not private companies, to decide who gets Medicaid and food 
stamps. 

Ratliff, chairman of the Senate Finance Committee, was 
expected to ask the state Senate's Health and Human Services 
Committee to consider his alternative plan today. 

The plan is expected to spell out exactly how far privatization 
of Texas' welfare programs can go, both now and in the future. 

Advocates for taxpayers, the needy and state workers also were 
preparing to testify before the committee. 

"I think the main thing we've been trying to highlight is urging 
that we not convert our system of public welfare for the poor 
into a system of private welfare for corporations," said Bill 
Beardahl of Texas Appleseed Advocacy Fund, a group of 
lawyers who volunteer to advocate for people who are 
under-represented. 

Ratliffs substitution would replace a House bill that limits the 
role of a private company to providing the automation for a 
one-stop shopping approach for welfare benefits. 

It remains to be seen whether Ratliffs proposal will include 
amendments sought by Lockheed Martin IMS, one of several 
large corporations hoping to bid on the state project. 

The Lockheed amendments effectively would hold the door 
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open for the state to return to a more sweeping privatization 
program if federal officials can be persuaded to change their 
minds, according to Gerald Miller, managing director for 
Lockheed's welfare reform services division. 

Bush, angry over federal rejection of his original plan, has 
accused Clinton of bowing to labor unions rather than keeping 
his promise to let states have more flexibility over welfare 
programs. The unions fear the Texas project would set a 
precedent that could eventually threaten the jobs of government 
workers nationwide. 

Federal officials Tuesday sent a letter to Texas Health and 
Human Services Commissioner Michael McKinney, spelling 
out the formal terms under which they could privatize an 
assortment of social welfare programs. 

The letter essentially repeats what McKinney was told in a 
meeting with federal officials more than a week ago. Texas can 
do whatever it wants to with the traditional welfare cash 
program, which last year Congress converted from a federal 
entitlement to highly flexible grants to the states. 

But the Clinton administration set limits on how much the state 
could privatize Medicaid and food stamps, two programs that 
remain entitlements and are therefore subject to stricter federal 
control. 

The letter from Kevin Thurm, deputy secretary of the U.S. 
Department of Health and Human Services, said the state could 
contract with a private com an to desi n cOnlUter s stems 
invo ve m e operatton 0 Medicaid and food stamps. The 
state also could use private employees totrain and assist public 
employees responsible for administering these programs. 

But Thurm said the actual process of determining benefits, 
including personal contact with applicants, must be done by 
government employees. 

The letter stated that Texas is eligible for federal compensation 
for costs in planning the new program. Those costs have been 
estimated at up to $200 million, accoi'ding to a memo prepared 
by the Texas Health and Human Services Commission. 

Controversy over the Texas plan has sparked the interest of 
state legislators and the state's congressional delegation. A 
group of conservatives, including House Majority Leader Dick 
Armey, R-lrving, and House Ways and Means Chairman Bill 
Archer, R-Houston, have requested a meeting with White 
House Chief of Staff Erskine Bowles to discuss the matter. 

"1 am appalled by the White House action on this," A1l11ey said. 

Almey said Tuesday that Bowles has promised to meet with 
the group, but a date has not yet been set. 

Meanwhile, a number of congressional Democrats who 
represent urban districts in Texas with large welfare 
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populations have sided with Clinton on the issue. 

Rep. Sheila Jackson Lee, D-Houston. said she wants to be 
included in any meeting with the Texas delegation to express 
her view that government should retain some role in these 
social welfare programs. 

"Some private entities may not hold the same interest as the 
federal government in providing assistance to those who are 
less fortunate in our communities," Jackson Lee stated in a 
draft letter to Bowles, which was circulated to the delegation's 
Democrats. 
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GET OUT OF WAY 

Clinton administration should approve state's 
welfare plan 

Texas wants to "end welfare as we know it," but the Clinton 
administration is standing in the way. 

Need we remind that the key impetus behind welfare reform 
was granting states the ability to design assistance programs 
that meet the particular needs of their needy? Texas, as well as 
others states, did that, understanding that the federal 
government would promptly review their proposals and 
respond within 60 days. 

However, pressured by labor unions as well as harboring its 
own objections to Texas' proposal to privatize the screening of 
welfare applicants, the Clinton administration has left the state 
twisting in the wind. 

Nine months have passed, and Texas is still waiting with no 
good explanation as to why. 

Mike McKinney, TexaS' commissioner of health and human 
services, recently went looking for an answer in meeting with 
representatives of the Department of Health and Human 
Services and the Department Agriculture. He found none. 

This past week, a delegation of Texas lawmakers, including 
Sens. Phil Gramm and Kay Bailey Hutchison and Reps. Bill 
Archer and Tom Delay, sent a letter to White House chief of 
staff Erskine Bowles expressing support ofthe state's plan and 
requesting a meeting to discuss the matter. To date, a meeting 
has not been scheduled. 

To get the administration's attention, however, Gramm is 
holding up Senate confirmation of Clinton's nominee for 
assistant secretary ofHHS, and Hutchison is looking for a 
legislative back door. 

It's unfortunate that the senators had to resort to political 
machinations to get Clinton's approval. But it's more unfair that 
Texas cannot move forward with letting bids for the five-year, 
$2 billion contract to privatize its welfare program. 

The Texas plan is unique. Privatizing welfare has never been 
attempted and, thus, the caution flags wich are being raised. 
However, as the delegation's letter stated: "the proposal put 
forward ... is an integral component of Congress' and the 
president's continuing goal to 'end welfare as we know it,' by 
allowing states to reduce administrative costs and focus on 
serving those in need." 

Texas should be allowed to go forward with its welfare plan. 
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Texas conservatives pushing Clinton to 
OK welfare plan 

By BENNETT ROTH 
Copyright 1997 Houston Chronicle Washington Bureau 

WASHINGTON -- Despite a lack of consensus within the 
state's delegation, conservative Texas lawmakers have 
intensified their efforts to press the Clinton administration for 
approval of a controversial state welfare plan. 

On Wednesday, eight lawmakers requested that President 
Clinton's chief of staff, Erskine Bowles, meet with them later 
this month to discuss Gov. George W. Bush's plan to let a 
private company run the state welfare system. 

Last week the Clinton administration said that a private 
company could take control of some parts of the welfare 
system but could not determine eligibility for benefits. A 
number of congressional Democrats from Texas have 
concurred. 

However, Bush has not accepted the administration's response 
and the lawmakers, in their letter, said they would lobby for 
endorsement of the state plan. 

"We believe that the proposal put forward by Texas is an 
integral component of Congress' and the president's continuing 
goal to . end welfare as we know it,' by allowing states to 
reduce administrative costs and focus ori serving those in 
need," the letter stated. 

The letter was signed by the state's Republican senators, Phil 
Gramm and Kay Bailey Hutchison, and by prominent House 
Republicans, including Ways and Means Chairman Bill Archer 
of Houston, Majority Leader Richard Armey ofIrving and 
Majority Whip Tom DeLay of Sugar Land. Rep. Sam Johnson, 
R-Plano, also signed the letter. 

Two conservative Democrats who represent largely rural areas, 
Charles Stenholm of Avoca and Ralph Hall of Rockwall, also 
signed the letter. 

Bowles spokeswoman Beverly Barnes said the letter was 
received and the request for a meeting would be considered. 

While the lawmakers are hoping that a meeting with Bowles 
may resolve their differences, they are threatening other more 
confrontational measures. 

To place pressure on the administration, Gramm is blocking 
Senate confirmation of Kevin Thurm, a Clinton nominee for 
assistant secretary of Health and Humans Services. 

05114/97 17: 14:06 



· Texas conservatives pushing Clinton to OK welfare plan http://www.chron.comlcgi-biniauth/ ... e/llationl97/05108/welfare.2-0.htl11l 

20f3 

The senator's spokesman, Larry Neal, said that Thuml is the 
HHS official responsible for dealing with the Texas welfare 
program. 

"His nomination will remain pending until this issue is 
disposed of," Neal said. 

Hutchison said she had hoped to add an amendment regarding 
the Texas plan to a bill authorizing emergency flood aid in the 
Senate. However, she acknowledged that she likely would have 
to find other bills. 

"We are looking for a legislative vehicle," Hutchison said. J 
A number of Democrats, particularly those who represent 
urban districts with large numbers of welfare recipients, have 
sided with the president and have criticized the plan. 

Rep. Gene Green, D-Houston, said that a private company 
should not be determining who gets welfare benefits. The 
congressman also said he would have gone further than the l 
president and would have approved only pilot privatization 
programs in non-urban areas where fewer welfare recipients 
would be affected. .---

"r have too many people in my district who depend on those 
services," said Green, who represents a largely Hispanic district 
spanning the north and east sides of Houston. 

Green said he was not contacted by the lawmakers seeking to 
meet with Bowles, but said he hoped the administration would 
include Democrats such as himself in any meeting. 

Reps. Nick Lampson, D-Beaumont, and Martin Frost, 
D-Dallas, also support the president's decision on the welfare 
proposal. 

Lampson spokesman Jonathan Brown said the president has 
"interpreted where the Texas proposal is not in fact legal. We 
support that interpretation." 

Vince Willmore, a spokesman for Houston Democrat Rep. Ken 
Bentsen, said that while the congressman has not taken a 
formal position on the Texas welfare plan, "he does have real 
questions about nongovemment employees detennining 
eligibility for government benefits." 

A spokesman for Rep. Jim Tumer, D-Crockett, said he was 
asked to join the conservatives and sign the letter, but declined 
because he is undecided on the issue. 

A spokesman for Democratic Rep. Sheila Jackson Lee, whose 
district encompasses much of inner-city Houston, said she had 
not been invited to participate in the request for a meeting with 
Bowles. Spokesman John Brennan could not say where 
Jackson Lee stood on the issue. 
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. Eight of ou~ 0011eag\l8s in Congress have asked Mr. El~.kb~" 
Bowles fo~ a meeting to die cuss federal pe~iBslon to p~h'atize the 
syst;em tor dete~ining welfare eligibility in Texas. ' 

Cont;rary t;0 what some of our colleagues havt;\ said. a wai'U'8T. 
that would allow Texas to privatize the eligibility detertllination 
for &locial services iii not eupport'ec1 by everyone in Texas.. Iile 
understand thoa recent detorrllination by the Departm"nt of F!eliLlth and 
Huinan Services regarding the Texas Integrated Enrollment Slyatem. 
Under federal law, the decision to grant or deny eligibil:Lty must 
remain with the state and state workers. Improvements in automation 
are on .. thing. but. t.he discretion to decide t.he fate ot "ultere 
applicants should not to be taken from public servants. l'ubliely 
funded pr09rams dellerve public accountability. -

Whatever gray araa lier;: 1'n thi'" .aituGt.lon is no,", being 
addressed by the Texas Legislature. A bill laying down rules for \ 
achieving "one-stop shopping" for welfare haa passed the ~rexas House 
and ia set for hearing chis wS8](in chs Texas Senate. 'l'hle 
l .. gl~lat,ive ,,, .. , .. ion ands June 2 and "e beliave la"",,,kere .. re ready 
to take see ion. 

We 45k t:.hat you let stand your cabinet' II decision to honor the 
integrity of. programs tha,t ... erva rp...,ipient" of Medicaid, :~ood "tampa 
and other services. The welfare clients in Texas deiserve a solution 
devised by our lawmakers. Plesse allow the Texas Legl11ature to 
.... ork its will on t11is 'delicate matter without any further federal 
'action. 
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